
REBUILE Of Operation. 

The following table eecs forth certain financial data  f x m  our consolidated 
s t a ~ ~ m e n t s  of operations for  the years ended March 31. 1999. 2000 and 2001 
expressed in each case as a percentage of r-nYcs. 

Year Ended 
Wrch 31. ................. 

1999 2000 2 0 0 1  ............ 
IAS a 

percentage of 
revenue.) 

servic= .............................................. 
Bandwidth and related EOBL* ........................... 
NeLwrk Ope..rions .................................... 
selling. genera1 and aQsiniarrari ve ................... 
Total  e~en.es... ..................................... 

operating incamc Ilo..)..... ............................ 
Other income lexpensc) 

Interest incone. ...................................... 
,nteresc expen~c ...................................... 
Other, nec ............................................ 

Pr.,.,iaim for in- taxes .............................. ................ 
Minority interest. ....................................... 
Bxfraordinaw item ....................................... 0 0 .._ .._ _.. 
Net income 1lo.a) ........................................ 11 161t  4 1  ......... 

year Ended March 31. 2001 Cmvared to Year Ended Wrch 31. 2000 

Revenues increased $180.5 million. or 371.  f r m  $481.4 million i n  the year 
ended 1ULrCh 31, 2000 to $661.9 million in the year ended March 31, 2001. 
Exoluding reycnue(i result ing f r m  a significant oursoursing agreement entered 
into on September 30. 1999. revenues increased $90.0 million. or 211. over the 
pr ior  period from $382.1 million to $472.1 million. The overall increaec in  
revemes was due to increases of $66.2 million. or 31t. in Necwork S e d c c = ,  
$63.4 million. or 5.a. in Consulting. Integration and Provisioning Service-, 
and $55.6 million. or 428, in O t h e r  m n l c a c i o n s  Services. The majority Of 
the Network Services grouch oame from increased Salem Of intraner and reY)tc 
access aerviccs. lntranet *ale@ increased $46.5 million, or 361. from $128.3 
million to $174.8 million and remote asccss sales increased $13.7 million, 
31t. from $43.9 million LO $57.6  million, over the period. Other Comnications 
Services and Consulring. 
included approximately $59 million and $ 3 1  million. respectively. in rcvenYell 
from oursourcina eelvises as rcycnues were earned for  a f u l l  period c w a r e d  to 

or 

Integration and Provisioning S e r v i c ~ a  increases 

;-six-mnth p e r k  in the pr ior  year. Excluding revenues f r m ~  outsourcing 
services. Consulting. Integration and Provisioning Services, comprised 
primarily of our Olobal Connect services. increased $32.7 million, or 321. f m  
$102.9 million to $135.6 million over the period. Excluding revenue. from 
oursoursing services. Other Commnicatiana Services dcolined $4.1 million. or 
91, fron I I6 .9  million t o  $42.8 million. This decrease is largely due r0 M 
apeorad decline in our mature messaging product line and our x.25 transport 
Services. as our clients are migrating LO more advanced messaging applications 
and nom-x.25 based transport services. OffsCC by a one-time camaitmment fee paid 
by one of our sales channel partners of $7.8 million. 

~evenuee f r m  our country representatives increased $47.7 million. or 131. 
frm $357.5 million in the year ended Wrch 31. 2000 LO $405.2 millian in the 
e a r  ended March 31. 2 0 0 1 .  Bxcludim ouceourciw rrervices. revenues f r m  
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$383.7 million over the year. Outsourcing revenue. which began mid-year during 
the prior period. declined by approximately $5 million related to a one-time 
recognition of contract termination fees during thhe prior year. While the 
number of our country representatives remained at 55 over the period, revenue 
increases were derived through the growth of existing country representatives. 
The number of our clients increa6ed 71, f r a  1,402 clients as of March 31, 2000 
to 1.503 clients as of March 31, 2001. Revenues increased as Clients that used 
mstly lower revenue generating messaging and X.25 based transport service- 
were replaced by clients that purchased higher revenue yielding Network 
Services. Revenues from our alternate sales channels grew $132.8 million, or 
1071, f r a  $124.0 million to $256.7 million over the period. Approximately $95 
million of the increase resulted from Outsourcing services as revenues from the 
outeourcing business were earned for a full year period ae compared to a six- 
month period in the prior year. The balance of the increase is primarily 
attributed to growth through existing sales channel partners. In total, our 
alternate sales channel partners resold our suite of services to 8 fewer 
clients, from 1,022 clients as of March 31. 2000 to 1,014 clients a8 of 
March 31, 2001. 

In tern of revenues billed on a regional basis, the majority of our growth 
was in the EM= region, which increased $162.9 million. or 541, from $302.7 
million in the year ended March 31, 2000 to $465.5 million in the year ended 
March 31, 2001. Approximately $90 million of this revenue growth was in Europe 
resulting from outsourcing services as revenues from the outsourcing business 
were earned for a full year period as compared to a six-month period in the 
prior year. The balance of the increase is due to the addition of new clients 
and increases in sales of services to existing clients. Revenues hilled in the 
Americas grew $6.3 million, or 51, from $138.6 million to $144 .9  millioa Over 
the period. Revenues billed in Asia Pacific increased by $11.3 million. or 281, 
from $40.2 million in the year ended March 31, 2000 to $51.5 million in the 
year ended March 31. 2001, due to increased sales efforts in a growing market. 

Country Representative Compensation increased $84.2 million, or 561, from 
$151.3 million in the year ended March 31, 2000 to $235.4 million in the year 
ended March 31, 2001. Approximately $65 million Of this increase resulted fran 
outsourcing services revenues. The balance of this expense grew in line with 
the related revenue. 

Bandwidth end Related Costs increased $35.0 million, or 391, from $90.5 
million in the year ended March 31, 2000 to $125.4 million in the year ended 
March 31. 2001. This increase was directlv related to higher network leasim 
expenses. associated with increasing t h h e  capacity of our network and our newiy 
introduced ATM capability, although the unit Cost has dropped eignificatly. 
The ueagc growth reflects additional client port growth and increased capacity 
per port. as well a8 the building of an infrastructure with lower capacity 
utilization. Lease expense, the largest component of bandwidth and related 
costa. increased $16.1 million, or .?la, frm $76.0 million in the year ended 
March 31, 2000 to $92.1 million in the year ended March 31, 2001. Amortization 
of purchased capacity increased $15.4 million, or 3601, from $4.3  million to 
$19.6 million m e r  the period ae a result of owning a major portion Of 4ur 
bandwidth capacity in the backbone of our network. 

Network Operations increased $7.3 million, or 101. from $72.2 million in the 
year ended March 31. 2000 to $79.5 million in the year ended March 31, 2001. 
itock-related compeisation chirgea decreased $6.2 million, or 871, from $7.2 
million in the year ended March 31, 2000 to $934.000 in the year ended March 
31, 2001. Depreciation expense related to network equipment increased $6.2 
million, or 42*, from $14.6 million in the year ended March 31, 2000 to $20.8 
million in the year ended March 31, 2001. The remainder of the increase was 
related to the increased met8 associated with our network mdMgeIeUt. 
OperatlOM and support activities, personnel costs and other network operations 
expenses which grew in line with our revenues. 

Selling, General and Ahinistrative increased $1.6 million, or 11, from 
$196.3 million in the year ended March 31, 2000 to $197.9 million in the year 
ended March 31, 2001. Stock-related compensation charges decreased $16.0 
million. or 611, f r m  $26.2 million in the year ended March 31, 2000 to $10.2 
million in the year ended March 31, 2001. Our sales support expenses for 
multinational activities increased $1.7 Dillion from 
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$68.0 million in the year ended March 31, 2000 to $69.7 million in the year 
ended March 31, 2001 vhich was directly related to revenue growth. Sales and 
Marketing personnel-related expenses increased $7.0 million from $61.9 million 
in the year ended March 31, 2 0 0 0  to $68.9 million in the year ended March 31, 
2001 due to increased salee and marketing efforts to increase our business. 
Administrative expenses, excluding stock-related compensation expense, 
increased by $504,000 from $22.7 million in the year ended March 31. 2000 to 
$23.2 million in th@ year ended March 31, 2001. 

million in the year ended March 31, 2000  to income of $23.7 million in the year 
ended March 31, 2001 due to the factors described above. 

Operating Income ILossI increased by $52.5 million, from a loss of $128.8) 

Other Income (Expense) increased $26.2 million, from $6.1 million in the 
year ended March 31. 2000 to $32.3 million in the year ended March 31. 2001. 
This increase reflects growth in interest income of $28.7 million, from $14.6 
million to $43.3 million resulting from the investment of the initial public 
offering proceeds received in December 1999. The increased interest expense of 
$4.7 million, from $7.2 million to $11.9 million over the period, resulted from 
borrowings under the Senior Secured Credit Facility. 

Provision for Income Taxes increased from $4.0 million in the year ended 
March 31, 2000 to 528.0 million in the Year ended March 31, 2001. The effective 
tax rate in the year ended March 31. 2001 is lower than experienced in the 
prior year because non-deductible Stock based compensation charges and deferred 
tax valuation allowance decreased. 

Extraordinary Item, Net of Tax for the year ended March 31, 2001 represent- 
the vrite-off of unamortized debt issuance Cost6 associated with the $49.6 
million of long-term debt which was repaid prior to it6 due date during the 
year ended March 31. 2001. 

2000 to $27.2 million in the year ended March 31, 2001 due to the factor8 
described above. 

Net Inoome ILoSs) increased from $126.7) million in the year ended March 31, 

Year Ended March 31, 2000 Compared to Year  Ended March 31, 1999 

Revenues increased $178.4 million, or 598, from $303.0 million in the year 
ended March 31. 1999 to $481.4 million in the year ended March 31, 2 0 0 0 .  
Excluding revenues resulting from 11 significant outsourcing agreement entered 
into on September 30, 1999, revenues increased $79.1 laillion, or 268, over the 
prior period f m m  $303.0 million to $382.1 million. This increase was primarily 
due to a $72.4 million increase, or 508, in sales of Network Services oyer the 
period, from $144.6 million to $217.0 million. The majority of the Network 
senrices grovth came from increased sales of intranet and remote access 
services. Intranet sales increased $47.4 million, or 598, from $80.9 million to 
$128.3 million and renote access sales increased $21.2 million. or 938, from 
$22.7 million to $43.9 million. over the period. In addition, Consulting, 
Integration and Provisioning Services, comprised primarily of our Global 
Connect services. increased $24.1 million, or 31%, from $78.8 million to $102.9 
million mer the period. our Applications Services declined $4.8 million, or 
2 4 8 ,  from $20.1 million to $15.3 million. Other CommuniEations SenriEeS, 
excluding revenues from outsourcing services, declined $12.6 million. or 218, 
from $59.5 million to $46.9 million. Other Comunications Services, excluding 
revenues f r m  outsourcing services, decreased over the period largely due to an 
expected decline in our rature mesaaging product line and our X.25 tran8pOrt 
services, as OUT clients are migrating to more advanced messaging applications 
and non-X.25 baaed transport services. Other Communieations ServiCes and 
Consulting, Integration and Provisioning Services increases included bs5.7 
million and $13.6 million, respectively, in revenues from outsourcing services. 

Revenues f r m  our country representatives increased $84.3 million, or 318, 
from $273.2 million in the year ended March 31, 1999 to $357.5 million in the 
year ended March 31, 2000 .  Approximately $26 million of the increase resulted 
frm OUtSoUrCing services. Although we decreased the number of our country 
representatives from 56 to 55 over the period, we saw increased revenue that 
vas derived largely through the 
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growth of existing country representatives. The number of OUT clients increased 
2 4 1 ,  f m m  1 . 1 2 9  clients as of March 31,  1 9 9 9  to 1 , 4 0 2  clients as of March 31,  
2000.  ApprDxirnately 135 of the increased clients remlted f m m  outsourcing 
services. Revenues increased as clients that used mostly lower revenue 
generating messaging and X.25 based transport services were replaced by clients 
that purchased higher revenue yielding Network Services. Revenues from our 
alternate sales channels grew $94.2  million. or 3161,  from $29.8  million to 
$124.0  million over the period. Approximately $73 million of the increase 
resulted f m m  outsourcing services, the balance of the increase is primarily 
attributed to growth thmugh existing sales channel partners. In total, our 
alternate sales charnel partners resold our suite of services to a net 
additional 8 3 8  clients, including 8 0 6  new outsource clients, from 1 8 4  clients 
as of March 31, 1 9 9 9  to 1 , 0 2 2  Clients as of March 31,  2000. 

In tern of revenues billed M a regional basis, the majority of our growth 
was in the EHEA region, which increased $114.5  million, or 91* ,  from $ 1 5 8 . 2  
million in the year ended March 31,  1 9 9 9  to $ 3 0 2 . 7  million in the year ended 
March 3 1 ,  2 0 0 0 .  Approximately $99 million of thie revenue growth was in Burope 
a8 a result of the outsourcing transaction; the balance of the increase is due 
to the addition of new clients and increaees in sales of services to existing 
clients. Revenues billed in the Americas grew $ 2 2 . 7  million, or 2 0 1 .  frcm 
5 1 1 5 . 9  million to $138.6  million over the veriod. Revenues billed in Aaia 
Pacific increased by $11.4  million, or 401; f r m  $ 2 8 . 8  million in the year 
ended March 31, 1999 to $ 4 0 . 2  million in the year ended March 3 1 .  2 0 0 0 ,  due to 
increased sales efforts in e growing market. 

Country Representative Compensation increased $ 9 7 . 5  million, or 1 8 1 1 ,  from 
$ 5 3 . 8  million in the year ended March 31,  1 9 9 9  to $ 1 5 1 . 3  million in the year 
ended March 31, 2000.  Approximately $e4 million of this increase resulted f r m  
Outsourcing services revenues. The balance of this expenee grew in line with 
the related revenue. 

Bandwidth and Related Costs increased $ 3 7 . 8  million, or 7 2 1 ,  from $52.7  
million in the year ended March 3 1 ,  1 9 9 9  to $ 9 0 . 5  million in the year ended 
March 31,  2000.  This increase W a s  directly related to higher network le96ina 
expcnses~associated with increasing the cipacity of OUT network and our newiy 
intmduced A m  capability. The usage growth reflects additional client port 
growth and increaeed capacity per port. Lease expense, the largest component of 
bandwidth and related costs, increased $32.9  million, or 761.  from 
$ & 3 . 1  million in the year ended March 31,  1999 to $76.0  million in the year 
ended March 31,  2 0 0 0 .  Amortization of purchased capacity increased 5 3 . 9  
million, from $ 4 0 9 , 0 0 0  to $ 4 . 3  million over the period. 

year ended March 3 1 ,  1 9 9 9  to $ 7 2 . 2  million in the year ended March 31,  2 0 0 0 .  
The largest component of this increase w a 8  a $ 7 . 2  million stock-related 
compensation charge recorded in the year ended March 31, 2 0 0 0 .  The remainder of 
this increase was related to the increased coste associated with our network 
management, operations and support activities, pereonnel costs. depreciation 
and other network operations expenses. Depreciation expense related to network 
equipment increased $ 4 . 9  million, or 5 1 1 ,  from $ 9 . 7  million in the year ended 
March 31. 1 9 9 9  to $ 1 4 . 6  million in the year ended March 3 1 .  2 0 0 0 .  

Network operations increased 5 1 7 . 2  million or 311,  from $55.0  million in the 

Selling, General and Achinietrative inoreased $ 5 6 . 6  million, or 411.  from 
5 1 3 9 . 7  million in the Year ended March 3 1 .  1 9 9 9  to 5196.3  million in the vear 
&ded March 3 1 ,  2000.  +he largest componeit of the increaee was a $ 2 6 . 2  million 
stock-related compensation charge recorded in the year ended Uarcb 31, 2000. 
Our sales support expenees for multinational activities increased $ 1 0 . 6  million 
f r m  $57.4  million in the year ended Maroh 3 1 ,  1999 to $ 6 8 . 0  million in the 
year ended March 3 1 .  2000 which was directly related to revenue growth. In 
addition, personnel related expenses increased 56.3  million from $ 5 5 . 6  million 
in the year ended March 31,  1 9 9 9  to $ 6 1 . 9  million in the year ended March 31,  
2 0 0 0  due to increased eales and marketing efforts to increase our business. 
Addniatrative expenses, excluding stock-related compensation expense, 
increased by $10.3 million from $12.4 million in the year ended March 3 1 ,  1 9 9 9  
to $ 2 2 . 7  million in the year ended March 31,  2000.  The increase WaS primarily 
due to legal and accounting fees and other expenses incidental to the 
outsourcing transaction, retirement settlement expensee, cancellation of an 
incentive program, and mving and building related expenses. 
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Operating Income ILossI decreased by $30.6 million. from income of $1.8 
million in the year ended March 31, 1999 to a loss of S(28.8) million in the 
year ended March 31, 2000 due to the factors described above. 

Other Income (Expensel increased $4.5 million, fmm $1.6 million in the year 
ended March 31, 1999 to $6.1 million in the year ended March 31. 2000. This 
increase reflects gmwth in interest income of $12.7 million, f r m  $1.9 million 
to $14.6 resulting from the investment of the initial public Offering proceeds 
received December 21, 1999. The increased interest expense of $6.5 million, 
from $689,000 to $7.2 million over the period, resulted from borrowings under 
the senior Secured Credit Facility. 

ended H a m h  31, 1999 to $4.0 million in the year ended March 31, 2000. The 
effective tax rate is higher in the year ended Harch 31, 2000 due to non- 
deductible stock based compensation charges and adverse tax consequences 
associated w i t h  the inability to realize certain subsidiary losses as a tax 
benefit. 

Net Income 11086) decreaeed f m m  $3.4 million in the year ended mrch 31, 

Provision (Credit) foe Income Taxes increased from $ll80,0OOl in the year 

1999 to $(26.71 million in the year ended Elarch 31, 2000 due to the factors 
described above. 

Liquidity and Capital Resources 

Net cash provided by Operating activities during the year ended March 31, 
2001 was $71.7 million compared to $25.6 million in the year ended March 31, 
2000. The increaae in net cash provided by operating activities in fiscal 2001 
was primarily attributable to a $53.9 million increase in net income, a 
decrease in the growth of accounts receivable of $41.1 million, and a $24.1 
million increase in depreciation and amortization. offset by an increase in the 
growth of accounts payable Of $69.7 million. Net cash used in investing 
activities for fiscal 2001 was $669.9 million compared to $145.7 million for 
fiscal 2000 .  The increase in cash used for investing activities during thie 
period primarily resulted from increased purchases Of property, equipment and 
cornmication lines Of $156.7 million and purchases of eecuritiee available- 
for-sale of $743.1 million offset by increases in proceeds from sale8 of 
securities available-for-sale of $245.1 million and maturities of securities 
available-for-sale of $150.1 million. Net cash provided by financing activities 
in fiscal 2001 was $9.5 million compared to $839.6 million for the year ended 
March 31, 2000. 

Our principal capital expenditure requirements involve the upgrade and 
expansion of The World Network through the purchase or lease of transmission 
capacity and the purchase of network related equipment as well ae computer 
equipment, furniture and fixtures. We have funded these expenditures to date 
primarily through cash from operations, the net proceeds from our initial 
public offering, borrowings under our debt facilities and operating and capital 
leases. Our capital expenditures for the year ended HarEh 31, 2001 were 
appmximately 568.2 million for network-related equipment, approximately $211.5 
million for the purchase of transmission capacity. and approximately $5.3 
million for other Capital expenditures. Of these capital expenditures, 
$31.2 million were mn-cash transactions during the year ended March 31, 2001. 
As of March 31, 2001, we had capital lease comitments totaling approximately 
$12.1 million payable in various years through 2007 and thereafter. 

In COMeCtiOn with the deployment of our ATH-enabled backbone, WE estimate 
that we will rake lesn than $125 million of Capital expenditures during the 
year ending March 31, 2002. we expect that our capital expenditures will be 
approximately $150 million in the year ending March 31, 
expenditures will include Payments for the purchase of additional submarine 
cable capacity. We expect to use cash from operations together with the 
proceeds of the initial public offering and availability under the Senior 
Secured Credit Facility to fund these capital expenditures. The exact amount of 
future capital expenditures will depend on a number of factors, including 
availability under ouz Senior Secured Credit Facility. our ability to negotiate 
Contracts to Purchase transmission capacity at favorable prices and the demands 
of our multinational clients. If we have exhausted the net proceeds of the 
initial public offering and borrowings under the Senior secured 
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Credit Facility are not available, we may be required to seek additional debt 
or equity financing. We cannot assure you that any financing will be available 
on commercially reasonable terms or at all, or that any additional debt 
financing would be permitted by the terms of our existing indebtedness. 

on, our debt obligations, and our ability to refinance any debt obligations, or 
to fund plaMed capital expenditures, will depend on our future performance, 
which, to a certain extent, is subject to general economic, financial, 
competitive, regulatory and other factors that are beyond our control. Our 
business strategy contemplates substantial capital expenditures in connection 
with the upgrade and expansion of The World Network. 

As of March 31, 2001, the Company had cash and cash equivalents of $137.6 
million, short-term investments of $464.0 million, working capital of $546.8 
million and total assets of $1.3 billion. Indebtedness under the Senior Secured 
Credit Facility totaled $90.0 million as of March 31, 2001 with additional 
borrowings available under this facility of $100.0 million. Building mortgage 
indebtedness as of March 31, 2001 totaled $24.0 million. 

Our ability to make scheduled payments of principal of, or to pay interest 

Based on current plans and business conditions, we believe that our existing 
cash and cash equivalents, short-term investments, and cash generated from 
operations will be sufficient to satisfy anticipated cash requirements for at 
least the next twelve months. 

Inflation 

The ivpact of inflation on our operations has not been significant to date. 
over the past two years, rising prices for some of our supplies have been 
offset by decreasing prices for other services. In particular, our per unit 
costs for leased lines and circuits has generally decreased over this period. 
However, we cannot assure you that per unit costs for leased lines and circuits 
will continue to decline or that a high rate of inflation in the future will 
not adversely affect our operating results. 

Quantitative and Qualitative Disclosures about Market Risk 

We are exposed to market risks, which arise during the n o m 1  course of 
business from changes in foreign exchange rates and interest rates. A 
discussion of our primary market risks associated with our foreign currency 
transactions, available-for-sale securities, and long-term debt exposure is 
presented below. 

Foreign Exchange Risk 

We conduct our operations in more than 60 countries around the world in a 
number of different currencies. There is exposure to future earnings when 
foreign exchange rates change and certain receivables. payables and 
intercompany transactions are denominated in foreign currencies. We monitor our 
exposure to foreign currencies through our regular operating activities and 
have not historically used derivatives to hedge foreign exchange risk. 

representatives and sales channel partners in U.S. dollars. However, many of 
our country representatives derive their revenues and incur costs in currencies 
other than U.S. dollars. To the extent that the local currency used by the 
country representative fluctuates against the U.S. dollar, the ObligatiMS of 
the country representative may increase or decrease significantly and lead to 
foreign exchange losses or gains. We assume the exchange rate risk for our 
consolidated country representatives; however, our non-consolidated country 
representatives assume the exchange rate risk under our country representative 
structure. 

We invoice substantially all sales of our services to our country 

Our exposure to exchange rate fluctuations primarily arises from outsourcing 
Services and assignment agreements with AUCS, which are denominated in euros as 
well as operating costs associated with such 
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agreements. Approximately 30% of the company's revenues for the year ended 
March 31, 2001 were generated from the euro-denominated AUCS agreements. The 
revenues and the related costs result in a net euro exposure of the gross 
profit, which is equal to approximately 20% of revenues. The euro-denominated 
gross profit offset by other euro-denominated operating costs generally results 
in a natural hedge. However, timing of settlement of euro-denominated accounts 
receivables and payables subjects the company to exchange rate risk on 
settlement of the receivables and payables. Euro-denominated cash, accounts 
receivable and accounts payable related to AUCS agreements were $33.3 million 
as of March 31, 2001. 

AS of March 31, 2001 we were primarily exposed to the following currencies: 
the British pound, the Swiss franc, and the Euro. Based upon a hypothetical 
ten-percent strengthening of the U.S. dollar across all currencies, the 
potential losses in future earnings due to foreign currency exposures would 
have been approximately $2.2 million as of that date. 

AS of March 31, 2 0 0 0  we were primarily exposed to the following currencies: 
the Canadian dollar, the British pound, the Dutch guilder, and the Euro. Based 
upon a hypothetical ten-percent weakening of the U.S. dollar across all 
currencies, the potential losses in future earnings due to foreign currency 
exposures would have been approximately $1.6 million as of that date. 

Interest Rate Risk 

We currently maintain an investment portfolio of high quality marketable 
securities. According to our investment policy, we may invest in taxable 
instruments including U.S. Treasury bills, obligations issued by government 
agencies, certificates of deposit, commercial paper, master notes, corporate 
notes and asset-backed securities. In addition, the policy establishes limits 
on credit quality, maturity, issuer and type of instrument. All securities are 
classified as available for sale, and recorded in the balance sheet at fair 
value. Fluctuations in fair value attributable to changes in interest rates are 
reported as a separate component of stockholders' equity. We do not use 
derivative instruments to hedge our investment portfolio. 

The carrying amount, principal maturity and estimated fair value of our 
investment portfolio and long-term debt exposure as of March 31, 2001 are as 
f ollows : 

Carrying 
RmOunt Maturity 

Pair 
2001 2002 2003 2004 2005 2006 Thereafter Value 

_ - - _ _ _ _ _  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
_ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ - - _ _ _ _  _ _ _ _ _ _ _ _  

(Dollars in thousands) 

Inveetu.ents 
Cash equivalente ........ $111.126 $ - -  $ -- 5 -- $ --  $ -- $ - -  $111.126 
Weighted average _ -  -- -- _ _  -- - -  _ _  intereet rate.......... 4.971 
Short-term inveetmente.. $464,035 $179,215 $156,510 $79.642 $ 9,404 $ 2,551 $36,713 $464,035 
Weighted average 
interest rate .......... 6.091 5.97t 6.031 6.261 S.421 7.071 S.36* 

Long-Term Debt 
Secured bank notes...... $ 90,000 $ 3.375 $ 8.250 $32,000 $17,000 $29.375 $ -- $ 90,000 

Mortgage loan...... ..... $ 23,956 $ 1,701 $ 1,701 $ 1,701 $ 1,701 $ 1,701 $15.451 $ 23,956 
Average interest rate  ... 8.941 8.941 8.941 8.941 8.941 8.941 8.941 

Average interest rate... 7.501 7.501 7.501 7.501 7.50t 7.501 7.501 
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The carrying amount, principal maturity and estimated fair value of our 
investment portfolio and long-term debt exposure a8 Of March 31, Z O O 0  are ae 
follows: 

carrying 
mmL .__..___ _...__. 
2000 2001 _..._.__ __..__ 

1nve*rmcnt. 
Cash equivalents ........ $603.621 5 -- 
weighted average 
incereac rate.......... 5.91t -- 
Short-tern investaents.. $ 58.807 $ -- 
weighted average 

interest rite.......... 6..81 -- 
lan0-2crm DCbt - 
Secured bank notes...... $ *9.625 $ 500 $ 5 0 0  $ 500 6 500 $ 500 $41.125 $ e9.625 
Average intererr rate... 8 . 6 6 t  1.66% 8.66) 8 . 6 6 )  8 . 6 6 t  8.66) 8.66t 
Mortgage loan ........... $ 25.515 $1,559 $ 1.701 $ 1.701 $1.701 $1.701 $11.152 $ 25,515 
Average intererr rate... 8 . 3 m  8 . 3 8 %  8 .381  8 . 3 8 )  8 . 3 8 )  8 . 3 8 )  8 . 3 8 )  

We have not historically used derivatives to hedge our interest rate risk. 
However, under the terms of our senior Secured Credit Facility entered into on 
August 17, 1999, we are required to enter into hedge agreements to provide that 
at least SO1 of the outstanding term loans are subject to fixed interest rates. 
We have entered into interest rate swap agreements to fix the interest rates 
and mitigate our interest rate risk. 

Euro-Conversion 

On January 1, 1999, 11 of the 1s member countries of the European Union 
introduced a new currency, the .euro.. The conversion rates between the euro 
and the participating nations' existing legacy currencies were fixed 
irrevocably an of December 31, 1998. Prior to full implementation of the new 
currency on January 1, 2002, there will be a tranaitim period during which 
parties may* at their discretion, use either the legacy currencies or the euro 
for financial transactions. 

We are M t  aware of any material operational issues or costs associated with 
preparing internal systems for the euro. While it is not possible to accurately 
predict the impact the eum will have on the Company's business or on the 
economy in general. management does not anticipate that the euro conversion 
will have a material adveme impact on the Company's market risk with respect 
to foreign exchange. its results of operations, or it8 financial condition. 

Recently Adopted Accounting Standards 

During the fourth quarter of fiscal 2001, the Company implemented Staff 
Accounting Bulletin No. 101, .Revenue Rec-ition in Financial Statements., or 
SAB 101. As applied to the Company's operations, SAB 101 requires certain 
installation fee revenues to be amortized Over the life of the related services 
rather than be recognized immediately. Deferred revenues and costs are being 
amortized over the average expected customer contract life of 4 years. The 
Company retroactively adopted this accounting effeotive April 1. 2000, which 
resulted in an equal deferral of revenue8 and incremental and direct set-up 
costs of $22.1 million. There was no effect on net income. The pro forma effect 
of adopting SAE 101 on periods prior to April 1, 2000 was not nateri-a-to the 
Company's consolidated financial position or results of operations. 

for Derivative Instruments and Hedging Activities,. is effective for all fiscal 
years beginning after June 15. 2000. SFAS ~0.133, as amended. establisbce 
accounting and reporting standards for derivative instruments. including 
certain derivative instruments embedded in other contracts, and for hedging 
activities. The Company adopted SPAS No. 133 efEeotive April 1, 2001. The 
adoption Of SPAS NO. 133 will not hive a significant impact on the c-ny's 
COMolidated financial position or results of operationll. 

> 
Statement of Financial Accounting Standards (*SFaS.l No. 133, .Accounting 
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk 

Quantitative and qualitative disclosures about market risk is set forth at 
"Management's Discussion and Analysis of Financial Condition and Results of 
Operations," under Item 7. 

Item 8. Financial Statements and Supplementary Data 

Our Consolidated Financial Statements required pursuant to this item are set 
forth at the pages indicated at Item 14 of this Form 10-K. 

Item 9. Changes in and Disagreements with Accountants on Accounting and 
Financial Disclosure 

Not applicable. 
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PART I11 

Item 10. Directors and Executive Officers of the Company 

The information required by this item concerning our directors, is 
incorporated by reference to the information set forth in our proxy statement 
(2001 Proxy Statement) for the 2001 annual meeting of stockholders to be filed 
with the SEC within 120 days after the end of our fiscal year ended March 31, 
2001. 

Item 11. Executive Compensation 

The information required by this item regarding executive compensation is 
incorporated by reference to the information set forth in our 2001 Proxy 
Statement. 

Item 12. Security Ownership of Certain Beneficial Owners and Management 

The information required by this item regarding security ownership of 
certain beneficial owners and management is incorporated by reference to the 
information set forth in our 2001 Proxy Statement. 

Item 13. Certain Relationships and Related Transactions 

The information required by this item regarding certain relationships and 
related transactions is incorporated by reference to the information set forth 
in our 2 0 0 1  Proxy Statement. 
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PART IV 

Item 14. Exhibits, Financial Statements, Schedules and Reports on Form 8 - K  

(a)(l) Consolidated Financial Statements: 

Page 
Number ___---  

Independent Auditors' Report ............................................ F-1 

Consolidated Balance Sheets as of March 31, 2000 and 2001.. ............. F-2 

Consolidated Statements of Operations and Comprehensive Income (loss) 
for the Years Ended March 31, 1999, 2000 and 2001 ...................... F-3 

Consolidated Statements of Stockholders' Equity for the Years Ended 
March 31, 1999, 2000 and 2001 .......................................... F-4 

Consolidated Statements of Cash Flows for the Years Ended March 31, 
1999, 2000 and 2001 .................................................... F-5 

Notes to Consolidated Financial Statements .............................. F-7 

(a) (2) Financial Statement Schedules: 

Independent Auditors' Report 

Schedule 11--Valuation and Qualifying Accounts 

Filed with the Securities and Exchange Commission as Exhibit 99.1. All other 
schedules have been omitted because the information is not required or is 
included in the consolidated financial statements. 

(a) ( 3 )  Exhibits: 

Exhibits submitted with this annual report and those incorporated by 
reference to other filings are listed on the exhibit index of this Form 10-K as 
filed with the Securities and Exchange Commission. 

(b) Reports on Form 8-K:  

The Company filed no current reports on Form 8 - K  in the fourth quarter ended 
March 31, 2001. 
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INDEPENDENT AUDITORS' REPORT 

To the Stockholders and Board of Directors of 
Infonet Services Corporation 
El Segundo, California: 

We have audited the accompanying consolidated balance sheets of Infonet 
Services Corporation and its subsidiaries (the "Company") as of March 31, 2000 
and 2001, and the related consolidated statements of operations and 
comprehensive income (loss), stockholders' equity, and cash flows for each of 
the three years in the period ended March 31, 2001. These financial statements 
are the responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally 
accepted in the United States of America. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in 
all material respects, the financial position of the Company as of March 31, 
2000 and 2001, and the results of its operations and its cash flows for each of 
the three years in the period @nded March 31, 2001 in conformity with 
accounting principles generally accepted in the United States of America. 

/s/ Deloitte & Touche LLP 
Deloitte & Touche LLP 

LOS Angeles, California 
June 11, 2001 
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INPONKT SKBVICBS CORPORITION AND SUESIDIARIKS 

CONSOLIDATKD BALANCK SHKKTS 
(in ~houssnds. sxccpc per Share Anauncr) 

Mmh 31. ...................... 
2000 2001 .................... 

CURRENT ASSETS: 
C a s h  and  cash equivalmr ............................. 
Short-tern inve.cm=nrc ............................... 
I \ C C O U ~ ~ S  receivable. net Of allorances of $8.364 and 

$11.855 as of March 11, 2000 and 2001. 
re.peccive1y ........................................ 
Nferred incone taxes ................................ 
Prepaid expeneioe ..................................... 
Orher current assets ................................. 

721.681 
58.807 

138,762 
6 . 0 1 1  
9,308 
177 

137.599 
161.035 

177.420 
6.792 
11.135 
10.048 ........ 

.18.C~... .............................. 940.746 81o.az9 ~~~ ~ .................... 
PROPEFTI. KOWIPPIB16 AND COMMIDTlCATION LINES. N e e  ....... 226.562 161.172 
MODYILL AND OTHKR INTANUIBLK ASSETS. NCC .............. 3 .425  7,184 
mHKR ASS=TS 51.59, 61,146 ........................................... .................... 
mTM, ASSKTS ........................................... $1.222.327 51 .145 .931  -==-.-..-. 

LIABILITIES AND STOCIMOLmS' KQWITY .................................... 
CURRENT L1mlLITIBs:  

Current partion of long-term obligaLion ll ............. 
~urrent pamion of capital lease obligations ......... 
ACCDYnCS ply'ble ..................................... 
N e t w o r k  mamunicarion~. .............................. 
Accrued  salaries and related bencfir ll ................ 
Income taxes payable. ................................ 
Advance billing. ..................................... 
Deferred insrallarion =-Even"= ........................ 
other accrued .cn.e. ............................... 

$ 2.059 
1.191 

50.717 
22.119 
7,518 

8 i . w  

22.168 
~. 

11.079 

5 5.076 
3,169 
76.851 
9a.101 
15.859 
11.727 
26.799 
9.861 

1 8 . 8 ~ 3  .................... 
Total current liahilitie. ........................... 203.565 262.466 .................... ~~~~~ 

29.711 

71.081 
27,391 

1 6 5  

12.058 

67.167 

959 .810  

1a.1141 
119.7411 
11.927) 

1 i a i . 1 ~  

37,215 
8.95. 

1on.nno .. 
661 

66.078 

985.889 
1121.1841 

18.*65) 
7.192 
12.0571 

DKFKGRRH) RKV- AND COMPLUSATION. ..................... 
CAPITAL LKASB OBLI~ATIONS .............................. 
LONO-TERM OBLIQATIO NS .................................. 
U)NO-TKRM BANDWIDTH OBLIQATIONS ........................ 
MINORITY I ~ K R  ....................................... 
COIMITKEIGMS AND CUNTINOWCIKS 

STOCIMOLDKRB. EQUITY: 
C l a s s  A mamon SCOCk. $0 .01  par value per share: 
100.000 shares authorized: 370.160 and 364.160 
shares issued as of March 11, 2000 and 2001. 
reapecrivcly. and 167,603 and 161.403 shares 
o u t s t a n d i n g  as of Mroh 31. 2000 m d  2001. 
respectively; 201.751 shares held in treasu f( ....... 

C1a.s  B cornon stock. $0.01 par value per share: 
600.000 shares authorized; 302.778 urd 109.109 
shares issued and ourscanding as of Mrch 31, 2000 
a d  2001. respectively .............................. 

r r c a . u ~  stock. at cost. 2oa.757 shares .............. 
Notes rccclvable frm iSSYaI1EC of .rock ....... 
Retained earnings laccumulaccd deficit).. ............ 
Accumlated ocher ccmprehensivc 10s. ................. 
Total StOCLhOlderm' equity ......................... 

................... 
876.051 927,753 ................... 

TOTAL LIABILITIES KW STUCKIIOWBBS' SQWfTY. ............ $1.222.127 $1.315.911 l-*-.-.-.- ...=.*...* 



I N M N E T  SERVICES CORPORATICN AND SUBSIDIARIES 

CONSOLIDATED STATEM6WTS O F  OPERATIONS AND CCMPREHBNSIVE INCOME (LOSS) 
( I n  Thousands, E x c e p t  per Share FUMUnts)  

Year  Ended March 31, _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
1999 2000 2001 ___- - - -_  _------_- -------- 

REVZNUES, N e t  ....................................... $302.997 $ 481.444 $661,945 - - -_- - - -  _ - - _ _ _ _ - -  - -__----  
EXPENSES: 

C o u n t r y  representative c o m p e n s a t i o n  ............... 53,766 151,283 235.438 
B a n d w i d t h  and related E D s t B . . . . .  .................. 52.700 90.457 125,438 
N e t w o r k  operations 72,230 79,503 ................................ 55,041 
Sel l ing ,  general and addnietrat ive ............... 139,663 196,314 197,879 

.................................. 301.170 510.284 638.258 
_ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ - _ -  

OTHER INCOME ( M P E N S E I :  
Interest incane ................................... 1.881 14,560 43,293 
Interest  e x p e n a e . . . . . .  ............................ (689 )  (7.162) (11,892) 
O t h e r ,  net ........................................ 382 (1.310) 914 

Total other income, net ......................... 1.574 6.088 32.315 
_ _ _ _ _ _ _ _  _ _ _ _ _ - _ _ _  _ -__ - - - -  
_ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _  

INCOME (wssi BEFORE PROVISION (CREDIT) INCOME 
TAXES, MINORITY INTEREST AND EXTRAORDINARY ITEM .... 3.401 122.752) 56.002 

PROVISION (CREDIT1 FOR INCOME TAXES..... ............ 1180) 3.996 28,043 _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ -  -_---_-- 
INCOME (MSSI BEFORE MINORITY INTEREST AND 

MINORITY INTER EST ................................... 132 (43) 224 
EXTRAORDINARY ITEM ................................. 3,581 (26,748) 27,959 

_ _ _ _ - _ _ -  ---__----  -------- 
INCOMK (LQSSI BEFORE EXTRAORDINARY ITBI 3,449 (26,705) 27.735 

502 
............. -- _ _  EXTRAORDINARY ITEM ( N e t  of income taxes of $3631 .... _ _ _ _ _ _ _ _  ____ -_ -__  ___----_ 

NET INCOME (LOSS) ................................... 3.149 126.705) 27,233 _ _ _ _ _ _ _ _  - _ -_ -__ - -  - -_ - -_ - -  
OTHER COMPREHENSIVE INCOME (LOSS) : 

Foreign currency translation adju6tment ........... 1241) (573) 13,099) 
U n r e a l i z e d  gains ( l o s s e s )  on w x u r i t i e s ,  net of 

Minimum pension l i a b i l i t y  a d j u s t m e n t ,  ne t  of tax.. (138) 138 
.............................................. (36) 2,969 t a x  16 _ _  _ _ _ _ _ _ _ -  ---_----- -------- 

T o t a l  other comprehensive loss,  net ............. (363) (471) (130) _ _ _ _ - _ _ -  ____- -_ - -  -------- 
COMPREHKNSIVE INCOME (LOSS) ......................... $ 3.086 $ (27,1761 $ 27,103 ..-.*... 11-1-1.. 

BASIC AND DILUTED W I N G S  (LOSS) PER CoElMON SHARE.. $ 0.01 $ (0.06) $ 0 .06  ......................... 
BASIC WEIGRTED A W E  " B E R  O F  COMMON SHARES 

OV'ISTANDING..... ................................... 373,750 417,197 470,712 .jl.-.-.. *.-_---.. -------- 
DILUTED WEIGRTED AVEBAGE "BEF. O F  CCMMON S m E S  

OWLSTANDING ........................................ 373,750 117.197 472.599 
l-m_-.-. .11.=..-. 1.1-11-11 

See accompanying notes t o  conaolidatad f inanc ia l  statements 
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INPONET SERVICES CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

YEARS ENDED MARCH 31, 1999, Z O O 0  AND ZOO1 
(In Thousands) 

stock., ............... ......... 

See accompanying notes to consolidated financial statements. 

P-4 



INP- SERVICES CORPORATION AND SWSIDIARIES 

CONSOLIDATKD STATEMENTS OF CASH FLOWS 
(Dollars in Thou~andsl 

Year Ended March 31. .............................. 
1999 2000 2001 .......................... 

CASH PLOWS PROM OPEFATING ACTIVITIES: 
Net income (loss) ............................ 
Adjuatments to reconcile net income (loss) to 
net cash provided by operating activitice: 
Depreciation and amortisation .............. 
Amortization of debt acquisition costs ..... 
Loss on sale of subsidia ly ................. 
Extraordinary item ......................... 
Stock based compensation charge ............ 
LOSS (gain1 on sale of property . equipment 
and communication lines ................... 

Deferred income taxes ...................... 
Minority interest .......................... 
Discount amortization on marketable 
eecurities ................................ 

Realized gain on marketable securities ..... 
Chanqes in assets and liabilities. net of 

5 

businees eold: 
Accounts receivable. N t  ................... 
PreDaid exoenbe= ........................... 
Other current assets ....................... 

. Accounts payable ........................... 
Network cDmnunications ..................... 
Accrued salaries and related benefits ...... 
Income taxes payahlc ....................... 
Advance billing- ........................... 
Deferred installation C06t8 ................ 
Other acerued expenses ..................... 
Deferred income and compensation ........... 
Purchases of trading securities ............ 
Proceeds from sale of trading securities ... 
Other operating activities ................. 
Net cash provided by operating 
activities .............................. 

CASH PLOWS FROM INVESTING ACTIVITIES: 
Purchases of property. equipment and .. ~ ~~ 

communication lines ......................... 
Proceeds from eale of property. equipment and 
communication linea ......................... 
Proceeds from sale of subsidiary . net of ca6h 
given ....................................... 

Net acquisition cost of minority interest in 
eubsidia ry .................................. 
Purchase- of securities evailable.for.sale ... 
Proceeds from sale of securities available- 
for.sale .................................... 

Maturities of securities available.for.sale .. 
Purchases of held-tO-mturitY securities ..... 

3. 449 s (26 .  7 0 5 )  5 

18. 785  _-  27. 521 
551 _-  .. .. 
_ _  _ _  

33. 377 

(2831 
(7. 5391 

132 

(10. 971) 
12.4091 
(4191 

5. 725 
(1. 227) 

644 
3. 099 
1.978 .. 
1731) 

3. 609 
(7. 628) 
5 . 9 5 7  

1257) 

11. 911 

(27.033) 

902 

.. 
_-  

(11. 115) 

9. 922 
11. 546 
( 4 .  4351 
2. 205 
12. 6711 

Maturity of held.to.maturity’securities ...... 
Other investing activities ................... .... - ... 

Net cash used in investing activities .... (20.6791 

1194) 
(5. 910) 

(43) 

_ _  _ _  
181.5001 

(1721 
298 

65. 487 
9.500 
2. 035 
(2.7861 
8. 169 _ _  
1. 582 
7. 417 

(30. 4971 
19.447 
(1. 9571 ......... 
25. 620 

1100. 141) 

61 

.. 
_ _  

(60. 769) 

27. 233 

51. 654 
1. 645 
480 
502 

11. 112 

48 
3.507 

198 

(1. 7311 
(2961 

140.403) 
(5 .0681  
(1.348) 
14.224) 
11;248 
3. 254 
5. 799 
4. 631 

977 
3. 636 
2. 340 

(26;399) 
23. 732 

(7861 .... ......... 
71. 741 ......... 

(256 .  842) 

90 

716 

111. 6 8 2 )  
(803.9061 

7. 702 253. 117 
2.420 152.526 
(3. 420) 
10. 281 14 
(1. 825) 13. 936) 

(145. 6911 (669.903) 

.. 

.................. 
.......................... 
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INFONET SERVICES COReOFATlON AND SUBSIDIARIES 

CCNSOLIDATW STAT-8 OF CASH FWWS--lContinutdl 
lmllars in Thousands) 

Year Ended mrch 31. 

1999 zoo0 m a 1  
.......................... 
...................... 

CASH FLOWS FROM FINANCINE ACTIVITIES: 
F ~ O C C C ~ S  fmn ieauance of long-term obligations.. 16.000 1 1 o . 0 0 0  117.000 

payment of capital lease obligations ............. 12.5871 12.5131 l3.1261 
payment on long term bandwidth obligations ......... _ _  i27.0001 
Net proceeds fma issuance Of C a m 4 0  stock ......... 806.814 1 5 1  
&payment of noccs reoeivable from issuance of 
c-n stock ...................................... 165 70 
Debt issuance  EO^^...............+............... .. 15.aa61 
Dividends paid .. ................................... 15001 14871 

Payments on long-tern oblig.tion lr ................ 17.085) 169.2901 178.184) 

._ 
...................... 

NeC cash provided by financing activities. ... 5.828 819.613 9.514 ...................... 
EPPECT OF EXMANQE RATE CBlwoES ON CASH ............ 172 15421 11.4341 

NET INCREASE IDECRESEL IN CASH AND CASH 

ChSU AND CISH EQUIVAl,u178. BEGINNINE OF YBRR ....... 11.449 8.681 727.681 

CASH AND CASH EQUIVALXNTS. W D  OF YEAR ............. $8,681 $727.6, 

...................... 
B~UIVAL-S... .................................... 12.1681 n9.aao 1590.08a1 

............ 

SUFFLEMELFIAL NONCASH INVGSTING 1wD PINANCIKU 
ACTIVITIES: 
Acquisitions of equipment through capital 

Acquisitions of c-anicarion lines asmucd but 
.......................................... .. 1L~.e. $7.443 $ 10.870 $ 

not paid ........................................ $ .. $ 37,105 $ 29.554 
Acquisitions of cquipmnc accrued but not paid ... $ .. $ .. $ 1.601 

During h e  1999. the -any acquired a right of nee of capacity in a 
fiberoptic submarine cable sysrcm for a 2at.l mmitmment of 5r5.0 million. Of 
the total s-icnenr. $18.0 million was settled in cash in June 1999. 

Doring t he  year ended Maroh 31. 2000  Cha Company iamved shares Of Clams C 
~ o r m ~ m  stock for notes receivable amounting to approximarely $8.0 million. 

m Maroh, 2 0 0 0 .  the Company acquired laud and a building for its 
headquarters faiciliries for approximately $13.1 million. Of Chis amount. 
approximately $25.5 million wae financed Wtfh a nortgagc loan. 

W i n g  A p r i l  2000 .  the Company mended it= 1998 SCosk Wpreclation Rights 
Plan I*SARs.I re%ulLing in a new meaBUrFnent date. The Conpany consequently 
reduced Chc EAR'. liability and credited ScoCk-relactCd cnpensacion by 
approxislacely $5.3 million to reflecr che st& v i c e  nf the new acaaurmnr. 
dace. rhe mended SARS Plan provides that the SAR may be settled with stock or 
o a h  at the sole dieoretion of the Company. In see-rdance w i t h  Finlncial 
Accounting Standards Board InterprctaCion No. 2 8  *Accounting for SCock 
Annredation Riahrs and Other Variable SCock Ootions or Award P l a n s .  and 



INFUNET SERVICES CORPORATION AND SWSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEAFL~ KNDED MARCA 31, 1999, 2000 AKU 2001 

1. GENERAL INFORMATION 

Description of Buainees--Infonet Services Corporation I'InfOnet' or the 
"Company.) provides crose-border mansged data comunications services to 
multinational corporations worldwide. Infonet's largest stockholders include 
six of the world's major telecomunication companies. Infonet provides Services 
directly through COUntry representatives and indirectly through major 
international telecmmunications carriers and value-added reeellers. 

Initial Public Offering--In December 1999, the Company completed its initial 
public offering (the "Offering. or "IPO") of 51,282,300 shares of its Class B 
cornon stock at an offering price Of $21.00 per share. Of these ehares, 
12,820,700 Class B shares were 801d by S i x  DtOCkhOlderS, and the Company sold 
38,461,600 class B shares. The 12,820,700 shares of Clase B common stock Bold 
consisted Of 10,513,000 existing Class B shares and a conversion of 2,307,700 
Class A shares to class B shares. Net proceeds to the Company from the 
Offering, after deduction of associated expenses, were approximately $766.8 
million. 

Fiscal Year--The company's fiscal year is the 52- or 53-week period ending 
on the Friday nearest to March 31. For simplicity Of presentation. the Company 
has described the 52-week periods ended April 2, 1999, March 31, 2000 and March 
30, 2001 as the years ended March 31. 1999. 2000 and 2001, respectively. 

2. SUMMARY OF SIGNIFICANT ACCOLWXNG POLICIES 

Principles of Consoiidat:On--All majority-owned subsidiaries and 
subsidiaries where the Company exercises economic control are included in the 
consolidated financial statements. All significant intercompany accounts and 
transactions have becn elimicated. The Company's investments in 201 to 50% 
owned companies in which it has the ability to exercise significant influence 
over operating and financial policies of the investee are accounted foc using 
the equity method. 

accounting principles generally accepted in the United States of America 
requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amount8 of 
revenues and expenses during the reporting period. As with any estimate., 
actual results could differ from those estlmates. 

U8e of Estimates--The preparation Of fiMnCial statements in confomity with 

Cash and Cash Equivalents--The Company considers ell highly liquid 
inst-ems purchased with a maturity of three months or less to be cash 
equivalents. 

Fair Value Of Financial INtmments--The carrying amounts of cash 
equivalents. accounts receivable. and acfounte payable approximate fair valve 
because of the short-term mturities of theae instmments. The carrying amount 
of available-for-sale securities clsseified as short-term investments and 
trading securities Ciassified as other asseta reflects their fair value since 
these securities are maxked to market. Long-term debt obligations approximate 
fair value because related interest rates approximate market rates. The fair 
value of the interest rate swaps Ieee Note 8 )  at March 31. 2000, and ZOO1 was 
approximately $9,000 and approximately l $ B 9 4 , 0 0 0 ~ ,  respectively. 

Concentrations of Credit Risk--The Company's fi-cia1 instruments that are 
exposed to concentration of credit risk consist prlmrlly of its cash 
equivalents. available-for-sale inveetments, and accounts recelvsblc. The 
Company restricts investments in cash equivalents and available-for-sale 
investment6 to financial institution. with high credit standing. Credit riEk on 
I)CCOunts receivable ie minirmred as a result of the large and diverse nature of 
the Company's worldwide customer base. The Company perfom ongoing credit 
evaluations of it8 Customersa financial condition and maintains allowances for 
potential credit loase.. 
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INMNET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES To CONSOLIDATED FINANCIAL STATLMENTS--(Continuedl 

Revenue Recognition--The Company records revenues for network Services; 
consulting, integration and provisioning services: applications services; and 
other comunications services when the services are provided. Such services are 
provided under client contracts, which generally have a term Of 1 to 3 years. 
Installation fee revenues are anortized over the average customer life. Amounts 
for services billed in advance of the service period and cash received in 
advance of revenues earned are reeorded as advance billings and recognized as 
revenue when earned. An allowance for customer credits is accrued concurrently 
with the recognition of revenue. 

Depreciation and Amortization--The Cost of property, equipment and 
comunication lines, less applicable estimated reeidual values, is depreciated 
over their estimated useful Uvea, on the straight-line method, from the date 
the specific asset is complete, installed, and ready for normal use. as 
follows: 

cquipmenC .......................... 3 to 5 ycan 
Cmanlcrcion lines.. ............... Shorter of lea01 t e m  or 15 p a r s  

Leasehold improvmenr ............... Shorter or lease rem or useful live3 
Furniture and other equlpment ....... 5 to la Years 

Buildlnga ........................... 10 years 

Investments in SecuTities--Shart-ten. investments are classified a6 
available-for-sale with unrealized gains and losses reported a6 a separate 
component of accumulated other camprehensive income lloss~. Cost and realized 
gains and lossee from the sale oe these inveetments are baaed on the specific 
identification method 

Securities held in a trust pursuant to the company's SERP (see Note 101 are 
classified as held-to-maturity due to the fact that the Company has the 
positive intent and ability to hold the securities to maturity. These 
securities are stated at amortized cost. and are included in other assets. 

accounted for as trading securities due to the fact tbat the securities in this 
trust are invested in accordance with the participants' direction. These 
SeNritiee are recorded in other 88Sets. Both realized and unrealized gains and 
losses are included in other income. 

Securities held in a truet pursuant to the Company's IDIP (see Note 121 are 

Goodwill and Other Intangible AsSets--G00dWill arising fmm the acquisition 
of businesses is amortized on a straight-line hasis over a period of 20 years. 
Intangible assets include customer base and trademarks, which are amortized 
over 10 years on e straight-line basis and purchased technology, which is being 
amortized over 5 years on a straight line basis. 

Impaiment of Long-lived Aeeete--The Cowany evaluates long-lived a=metm for 
impaimnt whenever events or changes in circumstances indicate that the 
carrying value of an asset may M longer he recoverable. If the ertimated 
future cash flows lundiscounted and without interest charges) from the use of 
an asset are less than the carrying value, a write-down would be recorded to 
reduce the related asset to its ebtimted fair value. For purposes of 
estimating future cash flows f r m  possibly impaired assets, the Company groups 
assets at the lowest level for which there are identifiable cash flows that are 
largely independent of the cash flows of other groups of assets. 

approximately $2.9 million, $5 .0  million, and $5.7 million for the years ended 
Advertising Costs--Advertising costs are expensed BLI incurred and totaled 

March 31, 1999, 2000 and 2001, S@spectively. 

Inc- Taxes--Deferred income tax assets and liabilities are computed 
annually for differences between the financial statement and income tax bases 
of assets and liabilitie6. Such deferred income tax asset and liability 
computations are based on enacted tax laws end rates applicable to periods in 
which the differences are expected to reverse. If necessary, a valuation 
allowance is established to reduce deferred i n c m  tax asnets to the aumnt 
expected to be realized. U.S. income taxes have not been provided far the 
undistributed 
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INFONET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES TU MNSOLIDATED FINANCIAL STATEMENTS-- (Continued) 

earnings of the Company's foreign subsidiaries, since such earnings are 
intended to be permanently reinvested in the operations of those subsidiaries. 
At March 31, 2001, the cumulative undistributed earnings of the Company's 
foreign subsidiaries wa8 approximately $29,925,000 and unrecognized deferred 
taxes were not material. 

Foreign Currency Translation--For the Company's foreign operations, the 
balance sheet accounts are translated at the year-end exchange rate, and income 
statement items are translated at the average exchange rate for the year. 
Resulting translation adjustments are recorded as a separate component of 
accumulated other comprehensive income (loss). Assets and liabilities 
denominated in foreign currencies are remeasured at the balance sheet date. 
Resulting exchange rate gains or losses are included as a component of current 
period earnings. Exchange gains and losses are not material in amount in any 
period. 

New Accounting Pronouncements--During the fourth quarter of fiscal 2001, the 
Company implemented Staff Accounting Bulletin No. 101, "Revenue Recognition in 
Financial Statements., ( T A B  101"). As applied to the Company's operations, SAB 
101 requires certain installation fee revenues to be amortized over the life of 
the related services rather than be recognized immediately. SAB 101 Topic 
13.A.3. Accounting for certain co-ts of revenues" refers to contract 
acquisition and origination costs and indicates that certain incremental and 
direct set-up costs may be deferred and accounted for by analogy to SPAS NO. 
91, "Accounting for Nonrefundable Pees and Costs Associated with Originating or 
Acquiring Loans and Initial Direct Costs of Leases", and FASB Technical 
Bulletin No. 90-1, "Accounting for Separately Priced Extended Warranty and 
Product Maintenance Contracts." Consequently, the Company has limited deferrals 
of incremental and direct set-up costs which are related to the installation 
fee revenues to the lesser of the costs incurred or the revenue deferred. 
Deferred revenues and costs are being amortized over the average expected 
customer contract life of 4 years. 

As required by SAB 101, during the fourth quarter of fiscal 2001, the 
Company retroactively adopted this accounting effective April 1, 2000, which 
resulted in an equal deferral of revenues and incremental and direct set-up 
costs of $22.4 million. There was no effect on net income. The pro forma effect 
of adopting SAB 101 on periods prior to April 1, 2000 was not material to the 
Company's consolidated financial position or results of operations. 

Statement of Financial Accounting Standards ("SPAS") No. 133, "Accounting 
for Derivative Instruments and Hedging Activities," is effective for all fiscal 
years beginning after June 15, 2000. SPAS No.133, as amended, establishes 
accounting and reporting standards for derivative instruments. including 
certain derivative instruments embedded in other contracts, and for hedging 
activities. Under SPAS N0.133, certain contracts that were not formerly 
considered derivatives may now meet the definition of a derivative. SPAS 133, 
requires that all instruments be recorded on the balance sheet at their fair 
value. Changes in the fair value of derivatives are recorded each.period in 
current earnings or other comprehensive income (loss), depending- whether a 
derivative is designated as part of a hedge transaction and, if itus, the type 
of hedge transaction. The Company adopted SPAS No.133 effective April 1, 2001. 
The adoption of SPAS No. 133 will not have a significant impact on the 
company's consolidated financial position or result of operations. 

year financial statements to conform to the current year presentation. 
Reclassifications--Certain reclassifications have been made to the prior 
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INPONET SERYICES CoRwnArIou AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMhlpTS--~COnCLnUed~ 

3 .  INVGS-S IN SECURITIES 

T ~ C  following is II sunmary of the available-for-Eale securities classified 
as current ai..etr (in thousandst. 

................. 
AS of Marsh 31. 2000: 
U.S. gwernmcn~ aeN.i.ie ............................ $ a.915 $ ai.899 

$ 58,837 $ 58.807 

Co-raLe debt ilurrument~..... ....................... 16.922 16.908 ................ 

As Of March 31. 2001: 
U . S .  government .ecuririca .............................. $237,517 $210.920 
Corporate debt in.crunen~. .............................. 221.534 223.115 

$159.051 846a.035 
................ 

The estimated fair value of available-for-sale securities by contractual 
maturity et M r c h  31. 2001 is as fallovJ (in chousand.t: 

Due within m e   yea^...... .......................................... $179.215 
Due after one Year through five years.. ............................ 2a8.107 
Due after five years through ten year.... .......................... 1.389 

35.324 

$.6.,035 

DYI after ten years ................................................ ........ 
.*.__.-_ 

proceeds from the sale and maturities of available-for-sale securities 
mounted to approxinacely $11.5 million. $10.1 m i l l i o n  and $405.6 million for 
tho years ended March 31. 1999. 2000 and 2001. respeotively. Gross unrealized 
m d  realized gain. and losses on available-for-#ale SeoYrit ies  were not 
=ceria1 during fiscal 1999 or 2000. Oras= unrealized gains on available for 
sale eiecurities -re approximately $4.9 million for the year ended mcch 31. 
2001. Realized gains and looses for available-for-sale securities were 
approximately $700.000 and $404.000. respectively. during fiscal 2001. 

orher as~ets (in chousandsl . 
folloving is a a m r y  of the held-to-MrUriCy securities classified aa 

AnarCized Fair 
cost Val"= ................. 

As of March 31. 2000: 
Other debt ~ccuririe. .................................. $ 24 $ 24 ................ 

$ 24 $ 24 
w...... 

As of M r o h  31, 2001: - 
Other debt securities .................................. $ 11 $; . 11 ................. 

d 11 5 11 ~~ .-..-*.. 
MOSS unrtalired gains a d  loarea on held-to-mamrity acolricies were noc 

mrsarial in cash of the three yearn in the period ended March 31. 2001. At 
Mrch 31. 2001. macuritire on held-to-maturity debt s e ~ r i f i e s  are ovelmighe. 
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INFONET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIRL STATEMENTS--(Continued) 

The net unrealized holding gains on trading securities amounted to 
approximately $96,000 and $589,000 for the years ended March 31, 1999 and 2000 
respectively. The net unrealized holding losses on trading securities amounted 
to approximately $3.8 million for the year ended March 31, 2001. 

4. INCOMG TAXES 

The provision (credit) for income taxes is summarized as follows ( i n  
thousands ) : 

Year Ended March 31, . . . . . . . . . . . . . . . . . . . . . . . . . .  
1999 2000 2001 _ _ _ _ _ _ _  _-_-----  - - -____  

Current : 
Federal ........................................ $ 3,729 $ 3,934 $17,007 

Foreign 2,552 4.662 4,699 

7,359 9,906 25,567 

State .......................................... 1,078 1,310 3,861 
........................................ --_----  -------- - - -___-  

_ _ _ _ _ _ _  ___-_- - -  - - -____ 
Deferred: 
Federal ........................................ (6.023) (4,224) 1,995 
State .......................................... (1,516) (794) 561 
Foreign _ _  (892) ( 8 0 )  ........................................ _ _ _ _ _ _ _  -------- - - -____ 

(7,539) (5.910) 2,476 

$ (180) $ 3,996 $28,043 
_ _ _ _ _ _ _  ___- - -_ -  - - -____  
_ ------ _ _ _ _ _ _ _  ==I===== ===c==== 

The components of income (loss) before provision (credit) for income taxes, 
minority interest and extraordinary item are (in thousands): 

Year Ended March 31, . . . . . . . . . . . . . . . . . . . . . . . . . .  
1999 2000 2001 _ _ _ _ _ _ _  -------- - -_____ 

Domestic .......................................... $(4,537) $(32,475) $44,110 
Foreign ........................................... 7,938 9.723 11,892 

$ 3,401 S(22.752) $56,002 
__----- -------- - _ _ - _ _ _  

===E==== =_=---- _ _ _ _  
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INFQNET SERVICLS CORPORATION AND SIJBSIDIARIES 

" E 8  TO CONSOLIDATED PlIuNCIIIl. 81ATGMWTS--lmntinued) 

The folloulng fable reconciles the diffcrence between the U . S .  federal 
S L ~ L Y L O ~ ~  tax rare and the rates Used by the Conpany i n  the dererminscion of 
~ C L  income lloasl lin thousandsl: 

Year Gnded M r c h  31. ........................ 
1999 2000 2001 .................... 

Proyidon lcreditl for incone taxes, at 3 4 t  for 

state taxes.  net of federal effect .............. 12B91 340 2.875 
Oifferenoe in u.8. federal and foreign tax 

1999 and 2000 and at 3 5 t  for 2001 .............. $1,156 $ 1 7 , 7 3 6 )  519.601 

races, neL ..................................... 282 1 6 1  163 
Valuation allovance ............................. 11,617) 3.923 1.335 
Nan-deductible emensc i t e m a .  ................... 233 6.646 1,983 
O.hC= ........................................... 55 359 1911) .................... 

The principal romponcnri of deferred tax assets and lliabilitlca) are as 
r o l l a s  Iin ~hwsandsl: 

Year mded March 31, 

1999 2000 2001 
......................... 
...................... 

$ 16.430 $22.340 $23.312 ...................... 
Deferred tax assets for the years ending March 31, 2000 and 2001 include tax 

benefic* re*u1ting rron the net operating loss C a r I y f O - a r d  1.NOL.) Of a 
eubsidiaq of the Company. In fiscal Year 2000 rho Cax benefit Vas offeet by a 
valuation allowance established because omership of the aubsidialy was belor 
Chat needed for inclusion in a consolidated tax  f i l ing  and. absent gmup 
incone. realliarIan of the tax asset was in doubt. In fiscal year 2001 +he 
company acquircd additional omerahip. enabling it LO include the subsidiaIy in 
its consdidarcd tax f i l ing  and USE Cho NOL mer  t i m e  against group taxable 
income. me valuation allowmcc vas crcdircd co the sosiz of the =wired 
sUbsidialyns stock. 

During the year ended March 31, 2001 the Conpany filed a request for 
dcrcmination with the I n t t m a l  Revenue 8erviCe I.IRS'l regarding the Pr.oprictY 
of establishment of an intangible asset. for tax  purpose(^ only. arising in 
connection with the September 1999 transactions ia which the Company obtained 
~ S C I S S  to the customer* d AUCS Cmunicatlon Services U.V. A favorable 
determination frm chc IRS -1d result in establishment of II deferred tax 
asset that c m l d  be material. A. there is M ilssura.nce that fhe IRS rill 
&remine in the mnpany4s favor, M deferred tax asset Inor it- c0nScW-t 
increase to SLOEkholdCr'.. equity1 has yet been recorded in the Cmwmu'm 
f i M n C 1 l l  .c.taents. 

rwrble ins- we& to materially decline. che carrying value of cholic deferred 
fax as.=t. could h rduced. 
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INFONEI SERVICES MRPOQATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATW F I W C I A L  STATmENTS--(Continued) 

5. COHMITMENTS AN0 CONTINGENCIES 

Leages--Uinimum fixed payments required for the next five years and 
thereafter under capital and operating leases in effect at mrch 31, 2001 are 
as follows (in thousands) : 

operating Leases 
Capital _- - - - -_ - -____-_- -  
Leases Real 
Kquipment Estate Equipment ___-_- - -_  _ _ _ _ - - _  ---_--_--  

a002..... ....................................... 3.946 3,849 3,731 
2003 ............................................ 3,391 3.ao2 2.808 
2004 ............................................ 2,592 2,960 395 
2005 ............................................ i,7a2 2.495 140 
2006 ............................................ i.7a2 1,265 3 
The=eafter ...................................... 1,292 4,082 

14,665 $17,853 $7,077 

- -  _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ - _ _ -  
==---=- --_-.- 

Imputed intereat ................................ (2,542) 

Preeent value of net minimum lease payments ..... $12,123 
- - - - - - - 
_-----= 

Rental expense under noncancelable operating leases for the use of real 
estate and equipment amounted to approximately $8,886,000, $13,006,000 and 
$8,415.000 in 1999, 2000 and 2001, respectively. 

Capital leases pertain to amounts due under leaees for the use of furniture 
and communications and related equipment. The net hook value of the related 
assets included in property, equipment and communication lima was 
approximately $14,56a,oOO and $12,895.000 at March 31, 2000 and 2001. 
respectively. 

backbone network under short-tern arrangements which are cancelable by either 
The Company leases certain cmuication linea and related bandwidth for it6 

party. 

At March 31, 2001, the Company is also committed under contracts which 
resulted from the acquisition of bandwidth for periods of up to fifteen years. 
Total future payments required under these contracts will total $68.1 million 
in fiscal yea; i002. 

Commitments--Included in other aseet8 is $2.0 million of cash pledged to 
collateralize a loan made by a third party to a former officer of the Company. 

$9.0 million from a network service provider, which, subsequent to March 31. 
2001 filed voluntary petitions for chapter 11 protection with the United States 
Bankruptcy Court and made analogous filings in the United Kingdom. InfomMtiOn 
available to the company currently indicates that it is more likely than m t  
that the network service provider will continue to perform under the original 
tern of the agreement. As such. the Company is of the opinion that the 
carrying value of the related asset is not impaired. The Comfany w i l l  continue 
to mOnitm the situation and will record an impairment charge whenever events 
or changes in circumstances indieate that the carrying value of the asset is m 
longer recoverable. 

Litigation--During the normal course of business, the Company m y  be subject 
to litigation involving various business matters. Management believes that an 
adverse outcome of any such known mtters would m t  have a loaterial adverse 
impact on the Bmpany's financial statements. 

COntingenciEs--DuTing 2001, the Company acquirtd bandwidth for approximately 
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INIQNET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATKD FINANCIAt STATEUENTS--LContinued1 

6. PROPKRTY, EQUIPMm AND CONMUNIULTION LINES 

Property, equipment and communication lines recorded at cost consist of the 
following (in thousande): 

March 31, 

2000 2001 
- - -__--_-___-_-- -  
- - -_____ _-__---_ 

Communication, computer and related equipment ............. $160,461 $225,987 
Communication l i M s  ....................................... 112,786 326,733 
Land, buildings and leasehold imprDvements ................ 48,041 50,804 
Furniture and other equipment ............................. 17,347 16,714 

338,635 620,238 
_ _ _ _ _ _ _ _  _ _ _ _ - - - _  

Less accumulated depreciation and amortization ............ 112,073 156,066 

Net property, equipment and communication lines ........... $226.562 $464,172 
_ _ - _ _ _ _ _  _ _ _ _ _ _ _ _  
=---_-_. -=m-.--- 

7. OTHER ASSETS 

Other assets consist of the following (in thousendsl: 

March 31, 

2000 2001 
-_______- - -_ - - -  
- - - - - - - - - - - - - - 

SERP minimum pension liability (Bee Note 101 ................ $ 1,924 $ 1,911 
S m P  assets (see Note lo).. ................................. 24 11 
IDIP assets (see Note IZ).... ............................... 21.217 19,595 
Deferred income taxea. ...................................... 16.329 16,520 
Unamortized debt issuance EoBtB ............................. 4,195 2,850 
Deferred installation cost8 ................................. -- 13,089 
Unconsolidated investments in affiliates... ................. 1.088 3,988 

other ....................................................... 6,517 3,761 

$51,594 $64,146 

Employees loan receivable and interest.... .................. -- 2.121 

_ _ _ _ _ _ _  _ _ _ _ _ _ _  
Ijj*=_- -=.=-== 

On December 8 .  2000, the Company loaned. on a collateralized and interest- 
bearing basis, an aggregate of $2.4 million to several current and falwr 
employees who are not corporate Officers of the Company (the "Notes'). The 
Notes are payable on demand. Interest ie baecd on 3-month LIBOR plus .75r 
(7.35t at March 31, 2001) as determined at the as defined Rate Determination 
Date. Interest is due and payable in areeare on July 1, 2001 and on each six 
month anniversary thereafter until the Notes are paid in full. 

8. LONG-TERM OBLIQATIONS 

On Auqust 17, 1999. the Company entered into a credit agreement with a 
syndicat; of lenders which proGidid credit facilities to tie Company in an 
aggregate amount of $250.0 million (the .Senior Secured Credit Facility.). The 
Senior Secured Credit Fafilitv coneists of two term loan borrowinm facilities, 
in the amunt of $100.0 millibn (the .Delayed Draw Tern Loan') ani $ 5 0 . 0  
million (the .Tranche B Term Loan.), respectively, and a revolving credit 
borrowing facility in the amount of $100.0 million (the -Revulving Credit 
Facility.). 

Rate, an defined below, plus 1.751 or the eurodollar rate plus 2.75r. and 
mature8 in 28 consecutive unequal quarterly installments, 

The Tranche B Term Loan bears interest. at the Company's option, at the Base 
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INFONET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDAT6D FINANCIU STATMENTS--(Continuedl 

which commenced on September 30. 1999. The Delayed Draw Tern Loan was 
accessible until August 20, 2000 .  bears interest at the Company's option at the 
Base Rate, a8 defined bela. plus 1.501 or the eurodollar rate plus 2.501 
16.94% at March 31, 20011, and matures in 20 consecutive unequal quarterly 
inatallments commencing on September 30, 2001. The Revolving Credit Facility 
bears interest, at the Company's option, at the Base Rate, ae defined below, 
plus .501 to 1.50% or the eurodollar rate plus 1.508 to 2 . 5 0 %  which margins 
vary based on the Company's leverage ratio and matures on Auguet 17, 2 0 0 5 .  
These malgins were , 501  for Base Rate Loans and 1.501 for eurodollar rate loans 
at March 31, 2001. The Babe Rate is defined as the greatest of the Prime Rate, 
the Base CD Rate plun 1.001 and the Federal Funds Effective Rate plus .SO* in 
effect on a given day. The Company is required to enter into hedge agreements 
to provide that at least 501 of the outstanding tern loans are subject to 
either a fixed interest rate or interest rate protection for a period 
acceptable to the administrative agent. 

substantially all of the domestic tangible assets and all intangible aseets of 
the Company and it6 domestic subsidiaries, excluding certain specific assets 
identified in the Credit agreemmt. The senior Secured Credit Facility contains 
certain affi-tive and negative covenante which include restrictions On 
certain transactions of the Company. The Company was in compliance with all 
such covenants at March 31. 2001. The Senior Secured Credit Facility alBo 
provides for letters of credit to be available to the Company. Furthennore, the 
credit agreement requires the Company to pay cDrmnitment fees of between ,501 
and 1.00% per year. calculated quarterly, on the average daily amount of 
available credit, dependent on the amount of the aggregate principal amounts 
outstanding under the Senior Secured Credit Facility. These commitment fees are 
payable quarterly in arrears. 

Outstanding indebtedness under the Tranche B Tern Man totaled approximately 

The loans under t h e  senior Secured Credit Facility are secured by 

$49.6 million at March 31, 2000 and was repaid in April 2000 .  Borrowings of 
$10.0 million were made against the Delayed Draw Term Loan during the year 
ended March 31, 2000 and were repaid incident to receipt o t  proceeds over a 
predetermined amount from the IPO. Maximum borrowings available under the 
Senior Secured Credit Facility yere reduced a8 a result of the repayment of 
borrowings against the Tranche B Term loan and the Delayed Draw Tern loan and 
totaled $190.0 million at March 31, 2001. At March 31, 2001 the Company had 
$90.0 million outstanding under the Delayed Draw Tern Loan. 

On March 28. 2 0 0 0 .  the Company entered into a rwrtgage agreement with a bank 
to provide financing for the purchase of the Company's headquarters facility. 
The mortgage provided financing of appeoximtely $25.5 million over a 15-year 
period at the bank's eumdollar rate plus 1.751 or at the bank's reference rate 
less .501 (7.508 st March 31, 20011 at the Company's option. The mortgage is 
secured by the subject property. At March 31, 2001 the Company had $23.9 
million outstanding under the mortgage agreement. 

Maturities of long-tern debt for the next five years are as fDllowa (in 
thousands1 : 

Fiscal year: 
2002 .................... 
2004... ................. 
2005... ................. 
2006 .................... 
Thereafter .............. 

Total... .................. 
Lens curent portion ...... 

a003 .................... ....... ................... 
....... 

....... 

....... ....... 

................... ................... 

................... 

............. ............. ............. ............. ............. ............. 

............. ............. 

P-15 



INFONET SERVICES CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-- (Continuedl 

During fiscal years 2 0 0 0  and 2001, the Company entered into interest rate 
swaps, for an aggregate notional amount of $74.0 million, as required under the 
terms of the Senior Secured Credit Facility and to minimize financing costs 
associated with indebtedness. The following table sets forth the notional 
amount, weighted average pay rate, weighted average receive rate, weighted 
average maturity, range of maturities and the fair value of the interest rate 
swaps (dollars in thousands): 

Weighted Weighted Weighted 
Notional average average average Range of Fair 
amount pay rate receive rate maturity maturities value _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ -  - - _ _ _ _ _ _ _ -  _ _ _ _ _  

SwaDs hedsins the Senior - -  
Secured 
Credit Facility ..... $50,000 6.81% 6 .44% 1.5 years 1-2 years $ ( 5 8 2 )  
Swap hedging moi-tgage 
indebtedness. .......... $24,000 7.59% 7.509 14 years 14 years $(312) 

9 .  LONG-TERM BANDWIDTH OBLIGATIONS 

During the year ended March 31, 2 0 0 0 ,  the Company entered into agreements 
for long-term rights of use of capacity in various cable systems. The remaining 
installment payment under one of these agreements of approximately $27.4 
million was paid during fiscal year 2001. 

10. EMPLOYEE BENEFIT PLANS 

Pensions--The Infonet Pension Plan (the "Plan") is a contributory defined 
benefit pension plan in which substantially all domestic employees are eligible 
to participate. The benefits for the Plan are based on years of participation 
and the employee's compensation over the entire period of participation in the 
Plan. In addition, the Company has a Supplemental Executive Retirement Plan 
(the "SERP"), which is a nonqualified, noncontributory pension plan. The SERP 
is a defined benefit retirement plan for designated key officers and executives 
and provides for benefits based on years of service, age of participant, and 
the participant's average compensation during his or her final period of 
employment under the SERP. 
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INFONET SERVICKS CORPORATION AND SUBSIDIARIKS 

NOTKS TO CONSOLIDATED FIN4NCIAL STATEMENTS--(Continued) 

The folloving tables provide a reconciliation of the changes in the plans' 
benefit obligations and fair value of asset8 Over the two years ended December 
31, 1999 and 2000, and a statement of the funded statu8 a6 of the plans' year 
ends of December 31, 1999 and 2000 vhicb are included in the Company's 2000 and 
2001 financial statements, respectively. (dollars in thousands): 

other 
Pension Postretirement 

Benefits Benefits 

Change in benefit obligation 
Benefit obligation at beginning of year .... $24.817 17,515 $ 555 535 
service cO=t... 957 _ _  ............................ 1,160 5 
Interest E~bt.. ............................ 1,338 1.306 36 61 
plan participants' contributions.... ....... 643  789 
Actuarial gain ............................. (4,213) ( 2 0 2 )  (28)  (16) 
Benefits paid .............................. (479) (646 )  (28)  (42 )  
~unendment - _  
Settlements ................................ (5,751) (380) .. 
Benefits Obligation at end of year ......... 17.515 19,339 535 1.082 

-_ _ _  
_ -  _ -  539 .................................. _ _  _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ _ _  - - -___ -  

_ _ - - _ _ _  _-_----  ___-- -  -_----- 
Change in plan assets 
Fair value Of plan assets at beginning of 

Actual retun on plan aeeetb.... ........... 3,078 (213) -- 
Plan participants' contributionb.... ....... 643 789 -- 3,669 

_ _  -- year... ................................... 14,118 17,360 _ _  
Benefits paid .............................. (479) (645) -- 13,669) 

Funded BtatuB...... ........................ (155) (2.0481 (535) (1.082) 
Unrecognized net actuarial gain ............ (3,989) (2.1381 (809) (772) 
Unrecwnired prior service cost..... ....... 2,558 2,087 961 1,425 

Amounts recognized in the consolidated 
balance sheets ConLsiet of: 
Prepaid benefit cost..... $ _ _  $ _ _  .................. $ 483 $ --  
Accrued benefit liability .................. (3,993) (4,012) (5351 (1.0821 

Net amount recognized ...................... $11.586) $(2,099) $ (la31 $ ( 4 2 9 )  

Intangible asset ........................... 1,924 1,913 152 653 _ - - _ _ _ _  _ _ _ _ _ _ -  _ _ _ - _ -  ----_-- 
*-----_ -.---.- ----.I ---... 1 

Weighted-average assumptions as of 

i 7 . 5 0 %  

The rate of conpensation increase shorn is for the qualified pension Plan. 
Foe the nonqvalified pension plan, empensation is assumed to increase at a 48 
annual rate. 

For measurement purposes, an 8 i  annual rate of increase in the per capita 
cost of covered health -=are benefits was assumed in 2001. The rate was a88uIoed 
to decrease gradually to 58 for 2004 and remain at that level thereafter. 
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Net periodic benefit EOBC for pension plana include the following components 
(in thousands) : 

Orher 
Poatretircaent. 

Pension Benefits Benefit. ......................................... 
1999 2000 2091 1999 2000 2901 

service ........................ $ 1.007 $1.160 $ 956 $ - -  5 - -  $ 5 
Inrereat FOBt ....................... 1.398 1.338 1.306 I O  36 61 
Expected return on plan assets...... I1.1081 11.2671 11.573) . . . . . .  
A n a r t I Z a t h n  of prior  Selv iCc FOSC.. 478 178 470 6 1  6 1  7 5  
Recognized actuarial Igain) l o ~ s  .... 103 185 12671 I541 155) 153) 

Net periodic bcncfit EOSC ........... 5 1.878 $ 1.894 $ 892 $ 50 $ 45  $ 88 

................................. 

................................. 

..=_.__ -.--.-. .*.*.*= ==*. _%*I s.-. 

. . .  

ABsuned health care FOSC trend rates have a significant effect on the 
amones reported for the health care plan. A one-percentage-point change in 
assumed health care CDBC trend rates would have the folloring effects l in  
thousands) : 

1I IIIcreIBc 1% Decrease ...................... 
FXCCEC on t o t a l  rervicc and interest COSL 
c~ment..... ................................... $ 6 $ 16) 

Effect on poatrctirerenc benefic obligari on ....... $67 $16)) 

~ ............................. 
laws of cha indIvIdYa1 countries and appropriate asiurrial practices. 

11. 81ccmoLDER8' WITY 

SCOEkholders ( the -Stockholdere.) and affiliates of the Stockholders which. 
mmg other things. gnrc the Conpany ~ E C C S S  t o  additional mvlrinaciolul 
mzporate clienct. of the stockholdere. xn exchange for the right to Mrk*Ot the 
~ompmy's services to clients of the Stockholders md $40.0 million in c1.h. 
the Company issued 17.81 m i l l i o n  #hares of Class B E- stock to the 
SLockholders. The shares issued were reoorded IC 510.0 million. which 
represents =he =ash received by the Company. Staff  ACcoynting Bul le t in  18.  
Tranefer of N m c r a r y  Assets by Pmnarerr or Shareholders.. requires that  
transfers of nomcrary assets t o  a ccapany by SLOCkholders in 

On September 30. 1999. the canpaw' entered into agreements with three of its 
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exchange for stock prior to or at the time of the Company's IPO be recorded at 
the transferor's historical cost basis. Accordingly, the right to market the 
Company'e services to the CuStOmerD of the Stockholders was valued at the 
StOCkhOldere' basis of $0. 

Contemporaneous with the C0mpany.s IPO. approximately 2.3 million shares of 
the Claes A EO-n stock held by a stockholder were converted into an equal 
number of shares of class B common stock. During January 2000, the company's 
underwritere elected to exercise the right to purchase additional shares to 
cover over-allotments and approximately 1.3 million shares of Class A c m o n  
stock held by a stockholder were converted into an equal number of shares of 
Class B co-n stock. This resulted in a total conversion of class A common 
stock to Clam B camson stock of approximately 3.6 million shares. 

class A shares entitled to ten votes. and the Class B shares entitled to one 
vote. class A and Clam B shares are entitled to receive dividends on an equal 
basis other than a dividend of capital stock. The Restated Certificate of 
Incorporation prohibits the company and Board of Directors from issuing any 
further shares of Class c common stock. 

Class A shares and class B shares vote together as a single class with the 

12. STOCK INCENTIVE AND DEFERRHl COMPENSATION PLANS 

Durinm 1999. the Comanv's Board of Directors adonted the 1998 Em~loyyee 
Stock Pukhase.Plan (th; *hrrchase Plan.), the 1998 stock Appreciatibn Rights 
Plan (the *SARs Plan.), the 1998 Stock Option Plan (the -1998 option Plan'l and 
the 1999 Stock Ootion Plan lthe .1999 ootion Plan.1. The C m a n v  has elected to 

empliyeee in accordance with the provisions of Accounting Principles Board 
(*APB.) opinion No. 25, 'Accounting for Stock Issued to Employeee." SFAS NO. 
123. .Accountim for Stock-Based Comoensation,. encouraqes a fair value-based 
method of accoukng for stock-based-compensation resulkng from stock options 
issued to employees. As permitted by SFAS No. 123. the company adopted its 
disclosure-only requirements. 

purchase up to 8.97 million aharea of its Class C common stock. Options issued 
under the 1998 plan vest ratably over a four or five year period beginning one 
year from the date of the grant. All options must he exercised within ten years  
f r m  the date of original grant. The 1998 Option Plan was a book value plan 
whereby participants were granted options to purchase shares of the Company's 
stock at book value at the date of grant. as calculated in accoreance with the 
1998 option Plan. The 1998 option Plan provided that b o k  value is determined 
using a formula based an a multiple of the Company's consolidated revenue. The 
1998 Option Plan also provided that the Company had a call eight to repurchase 
the shares from stockholders under the 1998 Option Plan who leave the ComppanY's 
employ, or on or after March 15, 2003, provided that the stock was not publicly 
traded. The stockholders under the 1998 Option Plan also had a right to put 
shares purchased under the 1998 Option Plan to the Company, which then had to 
repurchase the share- at their book value 8s of that date, proviaed that the 
stock wai8 not publicly traded. The 1998 option Plan was converted to a market 
value plan, and the class C co-n stock was converted to Claes B common atack 
on Decemhr 16, 1999. the date of the Company's Offering. In accordance with 
APB Opinion NO. 25 *Accounting for Stock Issued to Bmployees. and Emerging 
Issues Task Force Issue NO. 88-6,  *Bmk Value Stock Plans in an Initial Public 
Offering. the Company recorded a charge to cornpeneation expense of $ 0 .  
approximately $20.4 nillion and apprcaimatcly $13.4 million in fiscal years 
1999, 2000 and 2001, respectively. The remaining unrecognized compensation 
expense of approximately $37.1 million will be amortized ratably over the 
remaining vesting period at a rate of approximately $3.4 nillion per quarter 
through December 31, 2003. 

Under the 1998 option Plan, the Company was authorized to issue Options to 

Vnder the Purchase Plan, the Company was authorized to issue up to 17.94 
million share8 of its Class C camson stock to 35 participants designated by the 
Connittee which administers the Purchase Plan. The Purchase Plan was a book 
value plan whereby participants could purchase shares of tbe company's stock at 
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book value at the date of grant, as calculated in accordance with the Purchase 
Plan. The Purchase Plan provided that book value is determined using a formula 
based on a multiple of the Company's consolidated revenue. The Purchase Plan 
also provided that the Company had a call right to repurchase the Shares from 
stockholders under t h e  Purchase Plan who left the Company's employ, or on or 
after March 15, 2003. provided that the stock was not publicly traded. The 
stockholders under the Purchase Plan also had a right to put shares purchased 
under the Purchase Plan to the Company, which then had to repurchase the shares 
at their book value as of that date. provided that the stock was not publicly 
traded. w i n g  1999. the Company granted purchase rights with respeet to 
approximately 9.62 million shares at $0.84 per share. Also during 1999, 
approximately 9.56 million of the approximately 9.62 million rights granted 
under the Purchase Plan were exercised by employees and the remaining rights 
expired unexercised. Of the total shares issued, approximately 9.52 million 
shares were purchased with full recourse notes in the amount Of approxhtely 
$7,956,000, by the employees to the Company, and approximately 4 8 , 0 0 0  shares 
iseued were purchased with cash. The approximately 9.56 million share6 of Class 
C common Stock issued pursuant to the exercise Of purchase rights were 
converted into an equal number of shares of Class B c m o n  stock on December 
16. 1999, the date of the company*s IPO. in accordance with the provisions of 
the Purchase Plan. 

Pursuant to the Company's SARs Plan, the maximum number of SARs that could 
be offered was approximately 1.50 million and the termination date was October 
20. 2004 or earlier if certain conditions of the SARs Plan had been fully met. 
Durino 1999. the C o m ~ a n ~  amended the SARs Plan by eliminating the limit on the 
maxim& n&er of S G s  that could be offered and-the termination date of 
October 20, 2001. Prior to the Company's I W  on mcembee 16, 1999. the SARs 
were indexed to the company's Class C common stock. Subsequent to the Company's 
I w ,  these SARs are indexed to the Company's Claes B co-n stock in accordance 
with the provisions of the SARs Plan. The SAR6 vest at 25a per year over four 
years with the first quartile vesting on January 1, 2001. During the years 
ended March 31. 1999 and 2000, the Company granted approximately 1.21 million 
SARs and approximately 561.000 €!ARB, respectively, at a base price of $0.84 per 
share. As of March 31, 2000. approximately 77.000 SARs of the total of 
approximately 1.77 million sAR8 granted were forfeited. In accordance with 
Financial Accounting Standards Board Interpretation No. 28. "Accounting for 
Stock Appreciation Rights and Other Variable StoEk Option or Award Plans,. and 
Financial Accounting Standard Board Interpretation N0.44. "Accounting for 
Certain Transactions Involving Stock Compensation. the Company recorded a 
charge to cornpensition expense of $0 and approximately $13.0 million in fiscal 
years 1999 and 2000, respectively. On April 25, 2000 the Company amended the 
SARs Plan to provide for a tandm feature which allows for the Settlement of 
the SARs with shares of Class B common stock as an alternative to a cash 
settlement. The amended SARs Plan provides that the SAR may be settled with 
stock or cash at the sole discretion of the company. In accordance with 
Financial Accounting Standards Board Interpretation N o . 2 8  *Accounting foe Stock 
Appreciation Rights and Other Variable Stock Options or Award Plans. and 
Financial Accounting Standards Board Interpretation No. 44  "Accounting for 
Certain Transactions Involving Stock Compensation.. the Company is accnvlting 
for the tandem award as equity instruments and the plan. as amended, a8 a fixed 
plan under the provisions of APB Opinion No. 25 "Accounting for Stock Issued to 
Employees: The amendment to the SARs plan created a new measurement date. The 
Company credited stock-related compensation by approximately $5.3 million to 
reflect the Stock price at the M Y  measurement date. The remaining unrecognized 
compensation expense of approximately $8.5 million at the date of the amendment 
will be amortized ratably Over the remaining vesting period at a rate of 
approximately $770,000 per quarter through DcEember 31, 2003. 

maximum of approximately 10.6 million shares of it8 class B common stock to 
executives and other employees and directors of, and consultants to, the 
Company and its affiliates. options issued under this plan generally vest 
ratably over period- from three to five years and expire on Novemhr 22, 2009 
or earlier if certain conditions of the 1999 Option Plan have been fully met. 

Under the 1999 Option Plan, the Company is authorized to issue up to a 
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On April 18, 2000 the Company's board of directors adopted the 2000 Omnibus 
Stock Plan (the "Omnibus Plan"), which authorizes the Company to grant or issue 
options, restricted stock and performance awards, dividend equivalents, 
deferred stock and stock payments up to a total of 6,000,000 shares (which 
number has received board approval to be increased to 10,000,000 shares, 
subject to stockholder approval). Options issued under the Omnibus Plan vest as 
determined by the Company's Compensation Committee at the time of grant and 
typically must be exercised within 10 years from the date of grant. 

The Company's board of directors also adopted on April 18. 2000 the 2000 
Employee Stock Purchase P l a n  (the "Employee Stock Purchase Plan") which is 
intended to qualify as an "employee stock purchase plan" under Section 423 of 
the Internal Revenue Code of 1986, as amended. The maximum number of shares 
which may be issued under the Employee Stock Purchase Plan is 2,000,000. 

The following summarizes stock option activity (shares in thousands): 

Outstanding at March 31, 1999 ............................... 
Granted ..................................................... 
Exercised ................................................... 
Cancelled ................................................... 
Outstanding at March 31, 2000 ............................... 
Granted ..................................................... 
Exercised...... ............................................. 
Cancelled ................................................... 
Rescinded ................................................... 
Outstanding at March 31. 2001 ............................... 

Weighted 
Average 
Exercise 

Shares Price _ _ _ _ _ _  -------- 
--  

14,173 
( 5 6 6 )  
(215) ___-- -  

13,392 
11,828 

(547) 
(588) 
108 

24,193 
------ 
----=- 

5 - -  
16.89 
0.84 
0.84 

$17.82 
7.03 

.84 
6.40 

The following summarizes stock options outstanding and exercisable as of 
March 31, 2001 (shares in thousands): 

opcicam hlcstanding option. Exersieab1c ............................................................................... 
Nu&* Weighted average Weighted avcrng9e Nuaber W&shCcd . M r q C  

Range of Exercise Prioe outatloding Remaiming life (years) cxcrcise price exercisable q r r l s c  priae .................................................................................................. 
6 . 4  
9.7 
9.2 
1.7 

11.7 
_._ 
..I 

$ 0.8. 756 $ 0.14 
$ 5.77 
$13.75 55 $13.75 
$22.58  2,141 $22.511 

.. _. 

............. *-..*. 
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The c-ny used the Black-Scholcs option pricing nodel 20 determine che 
fair value of grants made in fieoa.1 2000 a d  2001. The follarFng assumptions 
were applied in determining the p m  toma cmpcnsacion EOSLS: 

Year Ended 
Decembtr 31. .............. 

2000 2001 ............ 
Weighted avenge risk-free rate Of return. annual ............ 
mecred option life. in  ye==^. .............................. 
Expected w l ~ ~ i l i ~ y  .......................................... 
Expected dividend yield ...................................... 
F a i r  Val"= of mcion.: 
Granted at market prico .................................... 
Granted at prices exceeding wrke r.............. ............ 
Granted ac prices less than ma~keL..... .................... 

5 . 8 8 1  5 . 7 1 t  
6 . 0  ..I 

s o t  85* 

$ 7.53 $ 4 . 8 1  
$11.91 $ 8 . 4 5  
$ -- $12 .88  

The following Cable reprerents pro forma net income (loss1 and pro forma 
earnings (loss1 per share had the Company elected to account for stock-based 
compensation in the f l e a 1  year ended march 11. 2000 and 2001 in accordance 
rith SPAS No. 121 ( in  thousands. except per share armuntal. 

Wroh 31. ................. 
2 0 0 0  2 0 0 1  ............... 

Net income (loss): 
As replrZed ............................................. $(26.7051 $27.233 
Pro fo IN ............................................... $132.1171 5 3.549 

Re rrarr~ed...... ....................................... $ (0.061 5 0 . 0 6  
Earnings llo6sL per share: 

Pro forma ............................................... $ (0.081 $ 0 . 0 1  

During I X C C ~ ~ L I  2000. the company and tm of its officers rescinded the 
exercise of approximately 108.000 incentivve B L w k  options exercised by those 
Offloera earlier in the year. In connection rith the rasiciesion. the company 
reoordad a charge to earnings of approximately $6.000 which represented the 
excess of the sum of (I) the cash refund of the exercise price to the Officere 
and ( i i l  the intrinsic value of the option= ismued at the date of the 
rercissian over the fair value of the shares exchanged by the officers. 

In 1995. Chc Mpany created M a9reEmCnL with the participants Of the 
Infonet Phanron stock option Plan (the .Phantom Stock ~lan.1 whereby the 
participMcs cwld elect cirhcr a Ush or deferral option for the vested value 
of grants under the Phaotm Stock Plan at the end of 1994. ofCectivcly 
rcrainactng the Phanr- stock Plan. Participants rho elected Lhc defer=*=- 
option were el igible  co receive additional amounts through 1999. hsed on the 
Coapany's achieving revenue and profit  g a l s  and the individuals. cantinu* 
nmlo-nt. The related emenae i n  1999 Yam $810.000. PartLCiDanCe had M 
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Related parry rransactions for Chc years mdcd March 31 canpr1.c the 
fallaring (in thousandel: 

1999 2000 2001 ....................... 
..................................... Revennes. net $88.278 $19&.740 $291,696 

Bandwidth and related costa ....................... 9.002 17.513 17.990 
Selling. general and rdnini.LTaZive.. ............. 9.181 10.608 11.097 

Country representative compen'lci on ............... 10.031 131.234 218.912 

Approximately $70.2 million of unanorcized cost for bandwidth capaclfy 
acquisitions from related partie. will be expensed in future p r i d e  in 
accordance with the Cmpany,a aaomnting polides.  Accumulated amortization as 
of March 31. 2001 ie approximately $6 million. 

Related party balances as of Mrch 31 EOnprirc the following [in rhausandal: 

2 0 0 0  2001 .............. 
Accounts receivablE.... ..................................... $60.214 $51.205 
ACCOYnr. payable ............................................ 58.986 50.579 
Network E-~nicarlon. ...................................... 23.584 15.363 

A(l part O f  the agreement. enrered into with relared parties of the company 
on September 30. 1999 (see Nore Ill, the m a n y  ala0  enccrcd info a LWet-ycar 
w ~ g e m e n r  agre-t lche .Wnagmnc ngreemenc*l rich a related party. Mder 
the terns of the M n r g m o t  Agreerunt. ChO Coapaqr earns a management fee c W 1  
LO 1.Ss of the consolidated revenues Of the related party up LO 1 defined 
aggregate m a x i m .  over the t o m  of the agreement. Dvring 2001. Chc mnpany 
recognized management fee revenue of 5 3 . 1  million rslatcd to this agreement. 
Alao under the terns of the Hanagement Agreement. the C-y m y  0.111 an 
incentive payment. based on defined flnanclal perfornanoe criterla ILhe 
.PerfomnCe Criteria*J. subject LO certain limits. However, if the Performance 
Criteria are not aichirved. the D-y will not receive the incentive p s ~ n c .  
The company ala0 cnrcred into an agreement which gives the company a call 
option unci1 Septenber 2002. co pnrchase any and a11 of the tangible assets Of 
the related party at fair value. nor to exceed $130 million. 

11. ACQUISITIONS M D I ~ I T U R E S  

lnc. for $1.5 million in cash. resulting in a loss of $180.000. 
in ~ v n a  2000. the company .old its I~LCIFSC in Infonet Software Bolucioons 
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telecommunications services over international bypass routes. Since formation, 
ESG had established seven routes. However. Substantially increased competition 
and other market factors decreased the prices which ESG could charge its 
customers to less than half of those anticipated by the Company at the time of 
formation of ESG. These decreased prices and less than anticipated volumes 
resulted in current and forecasted negative Cash flows from the operation of 
each of Em's routes. Management's plans to dispose of ESG called for the sale 
o r  abandonment of those routes. All of ESG-8 routes were shut down end 
abandoned as of March 31, 2000. 

In connection with it6 decision to dispose of 886, the Cnnpany recorded a 
total charge of 54.0 million. This charge was comprised of $3.6 million related 
to the impairment of communication equipment, of which approximately $1.2 
million related to routes abandoned before September 30, 1999, and $400.000 
related to remaining payments, after operations ceased, under communication 
line leases which had no alternative use to the Company. All such lease 
payments were made in cash before September 2000. The $3.6 million impairment 
charge and the $roo.ooo charge for lease payments are included in network 
operatiom, and bandwidth and related costs, respectively, in the accompanying 
consolidated statement of operations for the year ended March 31, 2000. The 
impairment charge was determined to be equal to the carrying value of the 
equipment, as the discounted eatimated future cash flws from each of the 
routes were negative. The proceeds from the sale of the equipment were not 
material. Revenues and losses from operations Of ESG were $270.000 and 
$1.4 million, respectively, for the year ended March 31, 1999, and $1.7 million 
and $7.2 million, respectively, for the year ended March 31, 2000. 

15. EXTRAORDINARY ITEM 

In April 2000, the company recorded an extraordinary item totaling $502,000, 
net of tax Of $363.000 as a result of the write-off of unamortized debt 
issuance costs associated with the repayment of $49.6 million of the Cmpany's 
outstanding debt in April 2000. 

16. W I N G S  ILOSSI PER SEARE 

Basic earnings (loss) per c o m n  share is computed by dividing net income 
(lass1 by the weighted average of number of shares outstanding during each 
year. Diluted earnings (loss) per CDmmon share is computed based on the 
weighted average share plus the dilutive effect of potential common st-k. 

At March 31, 1999 and 2000. the only forms of potential c o m n  stock were 
purchase rights and stock options, respectively. At March 31, 2001. the only 
foms of potential common stock were purchase rights and s t m k  optione. The 
inclusion of potential common stock as of March 31, 1999 and 2000 bad an anti- 
dilutive effect on earnings per share. A6 of March 31, 2001, the dilutive 
effect of the purchase rights and stock options resulted in diluted weighted 
average number of EOmmOn shares of 472.6 million shares. Options to purchase 
approximately 17.8 million shares of common stock were outstanding at March 31, 
2001, but were not included in the computation Of diluted earnings per share 
because to do so would have been antidilutive. 

17. S E G M m  INFORMATION 

The Company conducts business in two operating segmente: COUntry 
representatives or Direct Sales Channels (.Direct'l and Alternate Sales 
Channels ('Alternete'l. Both of these segments generate revenues by providing 
customers with a complete global networking solution. 

The Company has organized its operating eegments around differences in 
distribution channels used to deliver its services to customers. These segments 
are managed and evaluated separately beCau8e each segment possesses different 
economic characteristics requiring different marketing strategies. 

The accounting policies adopted for each segment are the same as those 
described in the au-ry of significant accounting policies. The Company's 
management evaluates performance based on Operating 
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Geographic Information: 
Revenues from external customers based upon the 
country in which invoices are produced are as 
follows: 
United States .................................... 
Netherlands ...................................... 
United Kingdom ................................... 
Sweden ........................................... 
Germany .......................................... 
Switzerland. ..................................... 
France ........................................... 
Other ............................................ 

$103,190 
34,944 
19,682 
13,859 
23,438 
12,071 
13,183 
82,630 

$302,997 
- - - - - - - - 
-__- __-- ___- _ _ _ _  

$126,358 
61,497 
53,885 
39,743 
30,962 
29,133 
27,148 
112,718 

$481,444 
- - - - - - - - 
======== 

$134,774 
105,191 
80.088 
63,657 
45,559 
40,992 
39,180 
152,504 

$661,945 
- - - - - - - - 
======== 

March 31, 

1999 2000 2001 _ _ _ _ _ _ _ _  _ _ _ - - _ _ _  ___- - -__  
Long-lived assets: 
United States .................................... $ 44,529 $218,545 $456.107 

Other ............................................ 5,015 4,845 5,146 

$ 52,406 $226.562 $464,172 

United Kingdom ................................... 2,862 3,172 2,919 

_ - - - _ _ _ _  _ - - - -___  ------__ 
___I==== __---___ _---_-__ _ _ _  _ _ _ _ _ _ _ _  _____-__ 

Year Ended March 31, 

1999 2000 2001 
. . . . . . . . . . . . . . . . . . . . . . . . . .  
_ _ _ _ _ _ _ _  ___ - -___  _-----__ 

Services Information: 
Revenues from external customers: 
Network services... .............................. $144,642 $217,006 $283.248 
Consulting, integration and provisioning 
services ........................................ 78,777 116,534 179,932 

Applications services... ......................... 20,068 15,286 10.540 
Other communications services.... ................ 59.510 132,618 188,225 _-- -____ -------- -------- 

$302,997 $481,444 $661,945 
==E===== =====E== ======== 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15ld) Of the Securities 
Exchange Act of 1934, as amended, the Registrant has duly caused this report be 
signed an its behalf by the undersigned, thereunto duly authorized in the City 
of El Segundo, State of California. on the 25th day of June, 2001. 

INFONET SERVICES CORPORATION 

/e/ Jose A. Collazo w: 
JOSE A. Collazo 

President and Chairman of the 
Board OE DireCtore 

Pursuant to the requirements of the Exchange Act, this Report has been 
signed by the following persons on June 25, 2001. in the capaeities indicated:. 

Title 

/s/ Jose A. Collazo President and Chairman of 
the Board Of Directors 

Jose A. Collazo 

/6/ W a r  H. Firdoby Chief Financial Officer 

Akbar H. Firdosy AccoUnting Officer) 
(Principal Financial and 

/d Makoto Arai Director 

Makoto A m i  

/e/ Douglas Campbell Director 

Douglas Campbell 

/s/ Eric M. DeSong Director 

Eric M. DeJong 

I s /  Morgan W e r g  Director 

Morgan Ekberg 

/e/ Timothy P. Hartman Director 

Timothy P. Hartman 

/a/  eeinr Karrer Director 

Heinr Karrer 

/a/ Matthew J. O'Rourke Director 

Matthew J. O'Rourke 

/ E /  Rafael Sagrario Direator 

Rafael sagrario 
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NUmbCl __.... 
3.1 

3.2  

9 . 1  

1 0 . 1  

1 0 . 2  

10.3 

10.4 

1 0 . 5  

1 0 . 6  

1 0 . 7  

1 0 . 8  

10.10 

10.11  

10.12 

10 .13  

10.14 

10.15 

10.16 

10.17 

10.18 

Rercsced Certif icate of Inmrporation I 

Amended and Restated Bylaws I 

Form of Amended and Restated Stockholders Agreemen5 to be in  effccc 
upon the c l - s i n g  of c h i 8  offering I I  

1998 Stock option P l a n  U 

1991 Stock Purchase P l a n  I 

1999 Stock option P l r n  U 

Infonet Deferred 1n-e P l a n  t 

1998 Stock Appreciation Right. P l a n  I 

Supplemental Executive RerIrmenC Plan I 

Senior Sewred Credit Agrement. daced as of August 17 ,  19991, a. 
amended by Amenbent No. 1 f i l ed  as Exhibit 1 0 . 1  with t h e  CXmpany's 
Fom 10-0 f o r  the neriad ended June 30. 2000 and Amendment NO. 2 
f i l e d  .*'Exhibit 16.7lal  w i t h  the Company's Pam 1 0 - 0  far the period 
ended September 3 0 ,  2000 

mplo-nt Agrement of Jose A. Collazo I 

Standard Infonet Services Agrement I 

Capacity Right of Use Agrement w i t h  F'IJLG Limited dated I =  of June 
25. 1999 t 

AUCS ServiCes mgreemcnt. dated as of September 30. 1999 $ 

AUCS Call Option Deed. dated as Of September 3 0 .  1999 $ 

AUCS Management Agreerent.  daced I s  of September 30, 1999 I. as 
amended by t h e  Deed of Amendment lrLaChed hereto 

AUCS Assignrent Agreement. dated Is of September 30. 1999 U 

lease far Grand AWnUe Corporate Center a t  2160 Grand Annne, 61 

-1-nt Agrement of lu. Akbar Fiirdmy t 
Infonet BeNioea Corporation 2000 hnnibus Stock Plan. 

segundo. C a l i f o r n i a  I 

1 0 . 1 8 I a l  mcn&anenc to the Infonet BEmices Corporation 2000 hnnibum Stock 
plan. f i l ed  w i t h  t h e  Company's Form l o - Q  for the period ended 
Decemher 31. 2001 

1 0 . 1 9  

10 .20  

10 .21  

10.22 

10.23 

21.1 

23.1 

1nfanet S e w i c e s  CorparaLion 2000 smployee stock RIr'chasic Plan. 

anployncnt Aggrermmr of P a u l  A. M l l e b e r g .  f i l e d  w i t h  the CXmpanyam 
Form lo-Q for cha period cndcd Decemhr 31. 2001 

consulting Agrement of wrest U. Oambu'o. f i l e d  w i t h  the CXmpanyns 
Porn 10-Q for the period ended December 31, 2001 

Secured Dmand PTmisaory Note becrecn Miohael  J. Timmim and Janice 
T i m i n s  JTUROS. a t N s C .  and Infonet SeFrIoeS Colporatiaa. ._ 
ScNrcd Demand R m i s e o l y  Note b e t r e e n  Thcnas E. Midden R e a  &*rad. 
L. Midden +Lee. U I A  dtd 11/7 /97  by Midden T r u s t .  a C m t .  a d ,  

Consolidated Subsidiariee IS of m m h  31. 2001 

Con.enc Of De1oicre c Touche LLP 

-4 

Infonet semiee. colporaci~ 



Number Description _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ -  
99.1 Schedule 11--Valuation and Qualifying Accounts 

- - - - - - - - 
# Incorporated by reference to the corresponding exhibit number from the 

Registrant’s Registration Statement on Form S-1 filed with the Commission on 
December 15, 1999. 

Incorporated by reference to Appendices A and B, respectively, of Infonet 
Services Corporation’s definitive proxy statement filed with the Commission 
on July 27, 2000. 


